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CHAPTER | 


NATIONAL SELF-SUFFICIENCY AND THE 
PRESENT-DAY WORLD 


5 Ree world has often been reproved for standing on 
its head ; the modern critic has some warrant for 
taking it to task for losing its head. Never were the 
upset, the uncertainty, the drift in world affairs greater 
than in our own time. And the upset, uncertainty, and 
drift are both deep-scated and widespread. There is a 
catchword of the age: Totalitarian. We hear of the 
totalitarian state, which is a nice name for despotism, 
invented by contemporary hypocrites. It would be 
more to the point to speak of totalitarian chaos and 
insecurity. It may perhaps be urged that this is too 
dismal a start. Humanity always marches forward in a 
mist or a fog, it may be said. Possibly. But the present 
fog is a black-out. Usually humanity fecls that it has a 
sense of direction, even if it hasn’t really. But the sense 
of direction has now been lost. If our great-grandparents 
saw looming ahead larger and more splendid editions of 
themselves, if then the future appeared rose-coloured and 
prosperous, our contemporaries see lying ahead a gigantic 
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question mark. What’s to be? we petulantly inquire, 
and the answer is too often either nonsense or silence. 

If that is true of the general political, industrial, and 
social life of the time, it is equally true of the personal 
lives of all of us. We are all far more worried and 
anxious than we care to be. We seem to catch the 
anxiety from the atmosphere we breathe. We are men 
and women of anxiety. How long shall we remain 
prosperous ? How long can we hope to remain at work ? 
Does unemployment await us? Or loss of income ? 
Will war break out or social disturbance 2? We seem to 
live in a permanent state of nightmare. 

Amidst all this clamour, insecurity, and anxiety, we 
find whole peoples going over to dictatorships, totali- 
tarian preparation for war, policies of national self- 
sufficiency. Why ? we ask, and find it difficult or im- 
possible to reach a satisfactory answer. National self- 
sufficiency, for instance, with which we are to be mainly 
concerned in this book, is not an isolated policy, and it is 
useless dealing with it as if it were such. It is linked up 
with the other major political and social changes of the 
age. It can accordingly only be rightly understood 
when seen in relation to these other related changes. 
We have to set it in the general world context. 

Several years ago the late Oswald Spengler, a fashion- 
able rather than a profound German thinker, caused 
some stir by his book on the decline of the West. The 
book is full of mistakes and crudities. But Spengler’s 
view—one by no means peculiar to him—that you have 
to view a civilization as a whole, not in detached bits, 
appears to be beyond criticism. The different sections or 
departments of life are interconnected: politics are 


linked to industry and trade and banking ; industry and 
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trade are tied to military organization ; education is 
closely bound up with the system of property. So you 
necd to have the whole of a civilization in view ; you 
have to consider its make-up in the light of the whole. 

How can one best set about a close-up study of modern 
Western civilization? Although that civilization is not 
wholly urban, it will be convenient to begin by thinking 
of life in present-day business civilization as town or city 
life. We can then carry out a preliminary close-up slow- 
motion study of the life of the inhabitants of a typical 
town or city. In this way we get in touch with the very 
stuff and substance, the events that really matter, and as 
Mr. and Mrs. Lynd showed in their study of the typical 
American Middletown, we are able most realistically to 
study the cultural pattern of the West from this per- 
spective. 

Getting a living is undoubtedly one of the most im- 
portant matters in life; some would say the most 
important. The young and romantic may be of Alice’s 
opinion, that it is love that makes the world go round ; 
but the older and less susceptible would perhaps agree 
with the Duchess, that it’s done by every one’s minding 
his own business. How do the people of a typical 
American or British or German town get a living? A 
moment’s consideration recalls that the vast majority 
get the greater part of their income by working—in 
factories, offices, banks, shops, transport, and so on. 
They may be ordinary routine workers, whether with 
brain or hands, or they may be responsible manual or brain 
workers, occupying higher positions—overseers, fore- 
men, managers, directors. Some of these people will 
also have savings on deposit in banks ; they may own 
shares in limited companies or stock in government or 
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municipal loans, or they may own house or other 
property. From these they will draw interest, dividends, 
or rent. A favoured few of the population will be able 
to live entirely on the income they receive from the 
ownership of property ; in this case they are sometimes 
referred to as renticrs. They can afford to live lcisured 
lives without work. From these reminders it is easy to 
see that the main legal ways of getting a living are 
working, and the ownership of property or capital. If 
we look at Middletown, we find that the different parts 
of the town, as well as the kinds of houses in which 
people live, reflect their position in social life, their 
occupations, and their incomes. Think of working-class 
districts and residential, for example. Think of the very 
different rents in different parts of the town, as well as 
of the possibilities of house ownership. A keen eye can 
even detect people’s employments and social status by the 
clothes they wear—thcir styles and qualities. Still more 
would this be the case if we spent some time watching 
the hurrying of people to and from their work in 
factories, shops, offices at starting and stopping times. 

However that may be, it is clear cnough that people’s 
leisure and recreations, no less than the comfort and well- 
being they enjoy in their homes, are based on the size of 
their incomes and their occupations. The economic basis 
of life, as it is called ; that is to say, income, occupation, 
ownership of property and capital, is all-important 
for a person’s outlook, standards, welfare. No amount 
of nonsensical and sentimental drivel will enable this 
conclusion to be escaped. The economic basis of life 
determines all else in the sense that it gives access to, and 
facility for, all else. 


We have no time to enter into detail about the other 
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sides of life : educational, recreational, religious, sexual. 
We must refer those interested to Mr. and Mrs. Lynd’s 
books, Middletown and Middletown in Transition. 

Now the policy of national self-sufficiency has to be 
examined against this background of life in city, town, 
and village. A bricf preliminary statement of the mean- 
ing of national self-sufficiency is necessary at this point. 

The world is divided into different countrics occupied 
by people with a distinctive history and tradition and, 
usually, a distinctive language. At first sight it might 
scem that it is only natural for these national groups each 
to live at home: that is, to depend on its own soil and 
the work done by its own inhabitants for a living. In 
this event it would not need to purchase anything from 
other nations ; it would live entirely on its own resources. 
In getting a living i it would be wholly independent of the 
outside world ; ‘there would be no commerce between 
different countries. Bottled up like Crusoe within its 
own borders, the nation would live unto itself. Such 
an achievement and such a policy are referred to as 
complete or total national self-sufficiency (or total 
economic autarchy). We shall sce that total national 
self-sufficiency is neither a practicable nor a profitable 
policy for any country to pursue. It is simply unable to 
produce all the raw materials, for instance, that it re- 
quires. In real life, therefore, some degree of dependence 
on the outside world is unavoidable. But the precise 
degree to which a country depends on others for raw 
materials or food is a matter partly of past policy, partly 
of present policy. In other words, it can choose to be 
more or less independent (or if you will, dependent) 
within the limits set by past policy, the legacy of which 
cannot usually be got rid of speedily. When we say 
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that nations are now pursuing a policy of national self- 
sufficiency, then we mean that they are choosing to 
become less dependent on sources of supply of raw 
materials, food, and manufactures from other countries, 
and are instead becoming more dependent on their own 
resources. They are marching towards total national 
self-sufficiency, though they will never reach it. 

Living in their town or village, intent on earning their 
daily bread, the masses have little time left to ponder 
over the bearing of policies of national self-sufficiency 
on their lives. They may even be inclined to pooh-pooh 
the opinion that those policies have any importance 
whatever for them. In a sense they are right to adopt 
this viewpoint. Life is short ; we live in the short-run 
or not atall. If we be always mindful and anxious about 
next year... the following year . . . and so forth, life 
is apt to pass us by ; intent on the long-run we manage 
very efficiently to let the short-run and life slip through 
our fingers. 

Nor is that all. The study of such problems as national 
self-sufficiency and its consequences is laborious. There 
is no royal road to knowledge. Indeed, the complex 
social and economic life of our own time in the Great 
Society requires much time for its understanding. Its 
intricacies cannot be grasped by instantaneous intuition. 
It is no use pretending otherwise ; in fact, to do so is to 
make political democracy even more of a farce than it 
now is. 

Why then make an effort to reach an understanding of 
national self-sufficiency 2 A social or economic policy 
is chiefly studicd because its consequences appear to be 
of great significance for group welfare ; for the welfare, 


for instance, of those who earn their living by working, 
12 


THE PRESENT-DAY WORLD 


or alternatively for those who obtain their incomes from 
ownership of capital, or perhaps for the welfare of both 
groups together. For my part I can see little use in 
bothering one’s head about social or economic policies, 
including that of national self-sufficiency, from any other 
point of view. If they concern us it is because of their 
bearing on the welfare of our fellow citizens and our 
families. 

Welfare on a realistic view is a short-run problem. 
Welfare to-day, this week, this year is what matters. 
So we could look into the consequences of national self- 
sufficiency from this viewpoint, could consider its bearing 
on our welfare here and now. Let us return to the 
typical American, British, or German town and ask 
some questions from this short-period standpoint. 

An interesting problem here turns on the transition 
from a less to a greater degree of national self-sufficiency, 
or from a policy of comparative free trade to one of 
protection. To take two concrete cases. Germany has 
embarked recently on a greater degree of agricultural 
self-sufficiency ; that is, she is trying to produce as much 
of her food supply at home as possible. This policy 
reflects the desire of the German government to find 
employment for its people, to preserve the existing 
organization and scale of agriculture, to prepare for war 
and blockade. But it exacts a price. For it is notoriously 
the fact that Germany could import much of her food 
from other countries at lower cost than she herself can 
produce it. The workers and middle-classes in the towns 
have to pay more for their food when it is nearly all 
grown at home. The prices of bread, flour, cakes, vege- 
tables, fruit, butter, milk, eggs are all higher. Now food 
expenditure forms a substantial part (say two-fifths or 
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more) of the working-class household’s weekly pur- 
chases. So if instead of 8s. in the £, 12s. in the £/ have 
to be spent on food, due to the increased prices of food- 
stuffs, the worker is to that extent paying for the policy 
of producing the bulk of the food required at home. 
Is it worth it? It is not for the economist to give an 
answer. That is a task devolving on man as a political 
animal. Scemingly the Hitler government and the 
“ plebiscitary democracy” on which it says it rests 
consider that it is worth while : guns before butter. 
Take a more familiar case. In 1931-32 Great Britain 
went over to a policy of protection, involving tariffs, 
import quotas, trade agreements with foreign countries 
and the Empire (Ottawa, 1932). For years England, 
alone among the Great Powers, had pursued a policy 
that approximated to free trade (with some important 
exceptions after 1914). The change of policy was truly 
epoch-making. Leaving aside the question as to its 
inevitability, we may ask : What have been the conse- 
quences? Never was there a more difficult question. 
Perhaps on balance the judgment may be ventured that 
Britishers are in consequence paying rather more for 
their food. Thereupon the question, is it worth it? 
arises. And once again we can only suggest that appar- 
ently the British government and its many supporters 
think it is. Perhaps it is not altogether easy to agree. 
If British agriculture were much more extensive, if it 
employed far more workers than it does, if it were 
moved by optimism, sclf-reliance, and a spirit of progress, 
we might be ready to endorse the new agricultural policy. 
But in that case food would cost still more !_ That may 
be generally agreed. Now a further consequence follows. 
If we produced far more food at home, if therefore we 
14 
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imported much less, foreign countries, we may be sure, 
would prove to be smaller customers for our manu- 
factures. So in sum our entire economic structure— 
agriculture, industry, trade—would undergo far-reaching 
transformation if we decided to live far more nearly 
at home than we have ever thought of doing so far. 
That carries us forward from short-run to long-run 
consequences of a policy of increasing national self- 
sufficiency. 

Once a country has passed through the transition 
period leading from a lower to a higher level of economic 
autarchy, short-run consequences are bygones: the 
standard of comparison with an earlier state of things is 
lost. Short-run consequences have now frozen into 
permanent and unescapable long-term results. So it 
will be with German and British food prices, for example, 
unless unforeseen changes in policy or in methods of 
agricultural production occur whereby those prices are 
reduced. 

There are, however, other far more momentous long- 
run consequences likely to result from the trend to 
greater national sclf-sufficiency. National fecling is 
acute to-day. People are extravagantly nationalist in 
outlook. The nation arouses their intensest passions. 
Thus they desire their nation to be great, to have a 
prominent place in the sun. That means its growth. 
Larger populations, more territory, colonies, conquest 
are all desired. These are thought to mark a vigorous, 
progressive people. Think of Italy, Japan, Germany, 
and their ambitions. Italy desires an African and Medi- 
terranean cmpire, Japan a Far Eastern cmpire, Germany 
constantly talks colonies. These expansionist wishes and 
tendencies mean war. But in turn they are partly the 

15 


NATIONAL SELF-SUFFICIENCY 


outcome, partly the cause of the policy of national self- 
sufficiency. Partly the outcome, because a growing 
population with the resulting pressure on home agri- 
culture and on home industry to find employment urges 
to a drive for more territory. Partly the cause, because 
the preparation for war and conquest involves a pro- 
gramme of national self-sufficiency, so as to make the 
population as independent as possible of foreign sources of 
food supply and raw materials, which will not be available 
during war. Intensified rivalries between nations, wars, 
the redistribution of the world among the contending 
powers, the break-up of old, the rise of new empires—all 
these are bound up with national self-sufficiency, as causes 
or results. In truth, a study of national self-sufficiency 
takes us to the heart of the great problems that are agitat- 
ing the world to-day. 

We spoke earlier of the need for seeing economic 
autarchy as part of the general context of Western 
civilization. This is a Business civilization, just as town 
life in America, Britain, and Germany in our time is 
above all Business life. So much we have seen above ; 
and if we wish to see farther we may tum to such 
novelists as Sinclair Lewis, Dos Passos, Theodore Dreiser, 
Upton Sinclair, Galsworthy. Literature reflects the life 
of the times. Enshrined in the writings of these men and 
others is the Business civilization of the age. Spengler 
and others have pointed out that the structure of Western 
civilization is changing. The rise of dictatorships in 
Europe and elsewhere, the suppression of parliamentary 
institutions and socialist parties in many countries, the 
closer connection of business and government—all this 
seems to portend large-scale changes in Business civiliza- 


tion. These changes are, as we already know, connected 
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very closely with national self-sufficiency, which would 
seem to be part and parcel of the drastic modifications 
in the structure of civilization that are taking place. 

To inquire into the consequences for the welfare of 
different groups in the community of these wider, long- 
run changes is not part of our task. We shall limit our- 
selves to tracing the causes and consequences of the policy 
of national self-sufficiency alone. But a word on the 
wider issues may be permitted in this preliminary chapter. 
For in our view it is not very helpful to take a bit of a 
civilization and discuss its causes and effects unless the 
structure and movement of the general civilization of 
which the bit is a part are kept in mind throughout. 

Where is the world going? In a sense this is a per- 
fectly futile question, but not altogether !_ For we can be 
sure that where it is going in the immediate future de- 
pends on the people who are going to govern during the 
next years. People who govern and who go in for a 
policy of national self-sufficiency don’t do so because they 
want to; they do so because they want to and because 
it pays other people to permit them to do so. And that 
leads us to emphasize the fact that nations are not made 
up of people all enjoying the same size of income or the 
same kind of work or the same ease in obtaining income. 
We saw in the case of the typical town that there are 
people who do routine work, people who do responsible 
work, people who live by hiring out their capital or 
property. And it was observed that great inequalities of 
wealth and income exist. By and large, Disraeli’s famous 
distinction of rich and poor—the two nations within the 
nation, as he termed them—still holds good. The poor 
are the unprivileged, the rich the privileged. The middle 


classes may be regarded as belonging in large part to 
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the well-to-do and privileged. (It should be noticed that 
we are not suggesting that these distinctions are un- 
desirable or morally wrong. For anything we know, 
they may be in the nature of things. Many people who 
have studied the problem, e.g. Sorokin, reach that 
conclusion.) Now the privileged possess wealth ; they 
can use this to maintain their spokesmen and agents in 
power ; in other words, they do so use it in a hundred 
subtle ways to obtain a government that will look after 
their interests. Perhaps they are scarcely to be blamed 
for this. The governments of nearly all countries repre- 
sent in the first place the interests of the wealthy ; they 
govern primarily on behalf of the wealthy. The govern- 
ments we have had and the governments we look like 
getting are going to pursue policies that will maintain 
the privileged classes and the civilization that they repre- 
sent. They are certainly going to do nothing to disturb 
the settled order of things. 

Nevertheless, as we shall see abundantly hereafter, the 
privileged classes of different countries, no more than 
the common people, do not greatly love each other ; 
they cannot afford to do so. We may be sure that they 
would love each other if they could ; intense industrial 
and trade rivalries debar them from doing so, among 
other less tangible matters, such as patriotism. In any 
event, profit and income come before love. 

Moreover, it is these international rivalries that arc 
driving the governing classes of the great nations into 
increasing national self-sufficiency, either directly or 
indirectly. Unescapable economic rivalries compel 
them to take this line; they have no choice—or not 
much—in the matter. And equally inevitably the policy 


when adopted looks like leading them into war, for the 
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reasons given earlier—the desire of ambitious Have-not 
powers for new territory, colonies, new markets. 

What is all this going to mean for the unprivileged ? 
How is it going to affect their welfare, which the govern- 
ing classes can afford to consider only after their own 
welfare is attended to 2? It would seem that just as under 
Mercantilism (seventeenth and cighteenth centuries) the 
masses will occupy a position of rather greater social 
subserviency than has been customary for a century. 
Already we can see the outlines of the new Business 
System forming. 

It would, however, be rash to conclude that the 
masses are going to be compelled to suffer large reduc- 
tions in their living standards or even in their general 
well-being. And provided this does not occur, they will 
most likely take kindly to the new systems of govern- 
ment that are being set up. For, after all, the bulk of 
humanity are much more concerned with immediate 
creature comforts, living as they do in the short-run, 
than with such remote matters as democracy, liberty, and 
internationalism. What they want is employment, a 
satisfactory living standard, reasonable security of income 
and livelihood, emotional and instinctual recreation and 
stimulus, and a feeling that government will look after 
them. I see no reason why dictatorships will fall short 
of democratic governments in their ambition to kcep the 
masses contented. This refers to times of peace and 
prosperity. During slumps and wars the masses must 
suffer great privations under any form of government. 

Clearly, however, the town and the countryside too 
under the new dispensation would be a place of no 
freedom. The privileged classes would be in complete 
control of town life, for instance. The masses, the un- 
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privileged, will have to take what they are offered, 
whether in wages, salaries, or amenitics. They will have 
no direct voice in either central or local government. 
‘That would be wholly run by their leaders. Nor would 
there be chance of revolt or protest. Secret political 
police, together with civil espionage permeating daily 
life, will be used to anticipate any incipient discontents, 
and to offset or repress them. As was said above, the 
whole system will be run in the first place in the interest 
of the privileged classes, and only secondly in the interest 
of the masses. 

That is a rough picture. But it makes the point that 
the social and economic policies that come to a focus 
in the policy of national self-sufficiency are bound up 
with a new slant in social life, and therefore in world 
civilization in general and Western or Business civiliza- 
tion in particular. The process of revision is taking place 
now ; and that is why there is so much upset, uncertainty, 
and anxiety. Where will it all end 2 Will national self- 
sufficiency, nationalism, and a revised Business civiliza- 
tion win? Will the British Empire collapse in the course 
of the twentieth century against the onslaughts of the 
Have-not Powers? Willa series of imperialist wars lead 
to the downfall of civilization and the return of bar- 
barism? Is Western civilization dying ? The study of 
national self-sufficiency, while it cannot of itself enable 
us to answer these great problems, does at any rate pro- 
vide us with viewpoints that are indispensable to finding 
our way about the tangled events that lie ahead. Because 
the well-being of the race is involved, that particular 
study, even though we are without altruism, can scarcely 
fail to arouse our curiosity. 
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CHAPTER II 


WHY NATIONS TRADE WITH EACH OTHER 


1. Differences in National Endowment 


LET us try to answer a quite important question in this 
and the following two chapters. It will help if we 
suppose the world to be a kind of Utopia. It is true that 
we are going to use this artifice to throw light on the 
real world, and that we shall often be referring to the 
latter. Still let us have Utopia in mind as a background. 
It does not greatly matter whether you choose the 
Utopia of Sir Thomas More, the Nowhere of William 
Morris, or the Modern Utopia of H. G. Wells. Pick 
where you like! But having made your choice and— 
a dash of realism—supposing that Utopia is divided into 
distinct nations or national groups, though in this case 
the corresponding national feeling is well diluted with 
a feeling of international brotherhood, you have now to 
ponder the question : Will each of these national groups 
be self-sufficient, will it be able to feed itself and produce 
everything necessary to leading a comfortable Utopian 
existence ? Here you get the problem of national self- 
sufficiency in pure form, uncomplicated by a hundred 
and one details that are met with in real life. What do 
you think: Will each Utopian nation keep to itself 
21 


NATIONAL SELF-SUFFICIENCY 


Will it be able to do so? Or are there perchance neces- 
sities that will compel these Utopian nations to enter into 
trade relations with each other? In other words, will 
international commerce be engaged in by the different 
Utopian countrics ? We will look into this matter in a 
broad way in this and the next two chapters. 

To an observer on Mars, supposing him to exist, the 
Utopian world would appear as a unit and a unity. He 
would suppose that all its human inhabitants took the 
same view and regarded themselves as a single unified 
community within the solar system. And starting from 
these suppositions the Martian observer would go on to 
conclude, quite incorrectly, much else concerning the 
ways of life of the earth’s people. Let us trace an im- 
aginary picture of the Martian’s views. 

He might, to begin with, assume that all the earth’s 
inhabitants were similar in type—thus he would exclude 
the fact of different races of men. And he might decide 
that all the different regions of the earth were equally 
well endowed in minerals, such as coal, petroleum, gold, 
iron ore; though being a geographer he would allow 
for minimum differences in climate and weather, and 
so for differences in endowment of the different regions 
(he wouldn’t call them countries or nations) in vegetation 
and animal life—lemons and tobacco don’t grow in 
Scotland, nor are certain valuable fur-bearing animals 
found in the tropics. Similarity of mincral endowment 
would, however, mean that the world as imagined by 
the Martian would be much more uniform than the 
world as we know it to be. Let us emphasize the point. 
Uniformity of mineral endowment (i.e. geological uni- 
formity), coupled with mmimum differences of vegeta- 


tion and animal life, would have far-reaching consequences 
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in terms of human geography. What would the Martian 
conclude about the latter : 

Since men in the Martian’s picture of life on the earth 
are living in geographical regions that show uniformity 
in minerals and but slight variation in vegetation, he 
would suppose that the men of each region lived peace- 
ably within its limits, and entered little or not at all into 
trading relations with people living in neighbouring 
regions. There would in his view be no incentive to 
enter into such relationships ; they would yield no real 
advantage either in products that could not be grown 
or produced at home or in stimulus in ideas or methods 
of production. For mankind, the Martian would think, 
are all of a piece : just as each region shows uniformity 
in minerals and a slightly less uniformity of agriculture, 
so the people of each region show uniformity of idcas 
and methods of making things, of agriculture, of trans- 
port. Interchange neither of ideas nor of commodities 
would benefit the parties living in diffcrent regions. 

The world for the Martian would, then, be subdivided 
into a number of singularly uniform regions inhabited 
by singularly uniform people ; cach region would have 
a similar history, a similar tradition, a similar outlook. 
Regions would live at home for the very good reason 
that no substantial gain would come from trading with 
each other. The Martian’s picture would be that of a 
peaceful world with mutual aid and co-operative effort 
in civilized living among the people of every region, 
and no sources of misunderstanding between regions, 
because each would be independent of the rest in the 
matter of getting a living. The world would be a 
pacifists’ paradise. 


Now we know that both the past and the present-day 
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world differ notably from the world as pictured by the 
Martian observer. For the Martian has left out of the 
picture many very real facts that have the utmost im- 
portance for human life on this planet. It will be a good 
idea to become acquainted with what the Martian 
omitted ; in this way we can arrive at an understanding 
of the reasons why different people have not in fact 
found it advisable to live at home in the past—that is, 
on their own soil, without entering into trading relations 
with other peoples. 

It is clear that the Martian took far too favourable a 
view of the uniformity of different parts of the earth’s 
surface. Not only are there regions enjoying temperate, 
subtropical, and tropical climates, with the corresponding 
range of variations in weather, but the mineral endow- 
ment of different parts is also very variable. And it is 
easy to see that the great range of climatic differences 
must involve considerable differences in types of vegeta- 
tion and agriculture between different geographical 
regions, not to mention differences in the kinds of 
animal and insect life that accompany the range in climate 
and vegetation. These are elementary points, but they 
have momentous consequences in terms of human 
history. Consider, for instance, the rise of the cotton 
industry in Lancashire, whereby England became and 
remained the leading producer of cotton goods for many 
decades. Cotton doesn’t grow in England, and unless 
the raw cotton could have been obtained from the 
United States it is not easy to see how this great industry, 
on which no small part of British prosperity and dominion 
depended, could have gone forward to become the 
standard example of machinofacture that remained 
persistently at the back of nineteenth-century English 
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economists’ minds when they were thinking and writing 
about industrial problems. 

Or take a different illustration, drawn this time from 
the story of the precious metals and their lure. Gold and 
silver are not found everywhere. In the sixteenth 
century Spain, the greatest power in Christendom, sought 
and won them in the New World, whence they were 
brought in ever-increasing quantities to the Old. Now 
this colonization of the Americas for the sake of gold 
and silver led not only to callous exploitation of the 
natives by their Spanish masters, it had the vastest effects 
in Europe. For the lucre provided the means not only 
of building up monetary systems which were indis- 
pensable to a flourishing business and commerce, they 
also furnished the basis for trade with the East Indies, 
whose inhabitants took the precious metals in exchange 
for their spices, silks, and other luxury wares in keen 
demand by Europeans. The consequences were that 
such countries as Britain, the Netherlands, and France 
came to the forefront in industry and trade, whilst Spain, 
too reliant on easy money from the New World, was 
more and more driven from her position of proud 
pre-eminence by her northern rivals. 

To vary the theme, let us recall the great part played 
in life by tobacco. The tobacco plant, we are told, was 
first brought to Europe in 1558 by Francisco Fernandes, 
a physician who had been sent by Philip IL. of Spain to 
investigate the products of Mexico. But the habit of 
smoking in Europe appears to have spread through 
English example. Captivating first of all Elizabethan 
courtiers, the indulgence in tobacco became widespread 
during the seventeenth century, and that despite oppo- 
sition of statesmen, priests, and laws. 
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Now while tobacco is cultivated in widely scattered 
regions, the quality of the leaf is greatly affected by very 
slight differences in climate, so much so that the best 
results are given by tropical and semitropical conditions 
as to temperature, with a comparatively dry climate. 
Again, the character of the soil has a marked influence 
on flavour and quality. On the whole, then, a particular 
taste will need to be satisfied by tobacco grown in a 
particular region. Once more the significance of climatic 
and other differences is revealed. 

An example from the modern world is petroleum, 
which is concentrated in certain regions such as Mexico, 
the United States, and various centres in the Near East. 
No wonder that with the great demand for petroleum 
on the part of the nations in both peace and war— 
cars, ships, aeroplanes—there is the keenest rivalry to 
secure control over those regions. For in such in- 
stances political power and economic control tend to go 
together. 

The sort of reason for international trade that has so 
far been occupying us has remained important to the 
present day. For the differences in endowment of the 
different parts of the earth, and therefore of different 
countries and nations, persist, and the world’s peoples 
derive great advantages from trading with each other, 
from mutually exchanging the different agricultural pro- 
ducts and different raw materials that result from the 
foregoing differences in endowment. Wood pulp and 
paper, gold, various kinds of iron ore, rubber—it pays 
Britishers to purchase these from abroad in exchange, 
say, for the products of the British cotton and woollen 
and steel-making industries. Let us try to seize the 


nature of the mutual advantages that flow from inter- 
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national trade of the type we have hitherto been con- 
sidering. 

In the past, and to a great extent even to-day, the 
advantages are simply those of enjoying the use of things 
that cannot be produced at home; in the absence of 
international trade the use of such things would be for- 
gone, just because there would be no such things available 
to use. People would be the poorer in the material 
enjoyments of life because the number of enjoyments 
available would undergo a restriction compared with 
those which could be obtained by entering into trading 
relations on the world markets. Take the case of rubber. 
Rubber can’t be economically produced in this country. 
If, then, the import of natural rubber be prohibited we 
must learn to do without it and without the hundred 
enjoyments it procures, from hot-water bottles to motor 
tyres. It is a case of “ either... or.” Cut yourself off 
from the outside world and you go without. Buy and 
scll on the world market and you are so much better off ; 
your standard of living is more varicd, you secure more 
of the good things going in the world. The nature of the 
advantages of international trade of this kind is obvious 
—a greater variety of enjoyments. And variety is the 
spice of life. 

However, it may be objected that in these days of 
advanced technique with an all-round application of 
scientific methods and results to the production of wealth 
we are not nearly so dependent on natural differences of 
different regions as people were in the past. We can 
now produce artificially by laboratory methods things 
for which we formerly relied on the processes of nature 
—on. the natural course of agricultural growth, limited 
by climate—or on the treasures of the subsoil deposited 
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there ages ago by a natural accident. To-day, it will be 
urged, we can call in the chemist. It behoves us to be 
clear about this. Has the objection any point: And if 
so, how much point ? 

Let us for simplicity suppose that the cost of producing 
a commodity can be reckoned in the number of man 
hours production involves. Thus a cental of wheat 
costs say twenty man hours; or a pound of natural 
rubber one man hour. In order to show that we can’t 
always afford to rely on the chemist to make good the 
natural disadvantages of the country in which we live 
it suffices to compare the cost in man hours of the natural 
product and of the artificial, A pound of natural rubber 
costs one man hour, of artificial (this is much less desirable 
owing to quality, though this deficiency may be made 
good by later research) three man hours. The artificial 
product is in this instance dearer than the natural product. 
So that if we decide to live at home and depend on the 
chemist instead of on Nature we shall not be able to 
afford as much; we shall have to put up with less. 
Is that always desirable: And what of the com- 
parative qualities of the natural and artificial products 
respectively ? 

Of course it may be that the artificial product is both 
equally cheap and equally good. In that case we shall 
probably decide to live at home. And this applies still 
more if it is both cheaper and equally good. With the 
advance of industrial chemistry this may come to be 
true of more and more things for which we former] 
depended on the outside world. Think of artificial silk. 
Clearly, however, it is not true of a really large number 
yet. We still have some distance to go before the 


industrial chemist can meet all our requirements at the 
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right price and make us independent of the rest of the 
world. 

The moral of what we have just been saying is that 
deciding whether to live entirely at home now as com- 
pared with some day in the future, when industrial 
chemistry has grown up, is not merely a question of 
whether we can produce the thing at home artificially— 
that relates merely to the technical possibility of pro- 
ducing it. There are other and equally important points 
to take into account. For one thing there is the fact of 
the different qualities of the natural and artificial products. 
And for another their comparative costs of production : 
which costs the fewer man hours to produce, the artificial 
or the natural product ? This is the economic side of the 
matter. It raises the issue of shortage or abundance, of 
scarcity or plenty. High cost means a relative shortage, 
low cost a relative plenty. In weighing up the advantages 
and disadvantages of living at home, of depending for our 
agricultural produce and raw materials on other countries, 
or going in for home-made chemically produced agri- 
cultural products and raw materials, we cannot afford to 
ignore the economic issue, at least not if we set any value 
at all on the question of scarcity or abundance, and 
therefore on a lower or a higher standard of life. 

Returning to our Utopians, after making good the 
many blunders made by the telescopic vision of the 
Martian observer, we can see that it may pay the different 
Utopian countries to engage in international commerce. 
By doing so they will all be better off, and their peoples 
will enjoy a higher and more varied standard of life. 
For instead of nation A having to depend simply on its 
own limited agriculture, it can now draw on the resources 
of nation B, which possesses a different climate. The 
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result is that the peoples of both A and B eat a wider 
range of cereals, fruits, and vegetables. 

There you have a first great advantage won by mutual 
trading. There are still others. If we add industry to 
agriculture it is easy to understand that raw materials, 
both mineral and agricultural, will be much more 
readily available if different nations enter into com- 
mercial relations. In country A such and such minerals 
(e.g. copper) or raw materials (e.g. cotton, wool) are 
not obtainable, or are not obtainable in sufficient quantities. 
What more sensible, therefore, than for country A to 
exchange goods of which it possesses an abundance 
against the copper and cotton that are plentiful in country 
B: Once again the benefits of international interchange 
are tangible and obvious. 

Finally, suppose that the wheat crop of country A is 
extremely poor owing to bad weather. Will it not be 
a great advantage to be in a position to buy wheat from 
country C, where the crop is excellent 2? In other words, 
international trade makes a country less dependent on the 
vagaries of the weather for its well-being. The poor crops 
of Europe can be offset by the bumper harvests of the 
Argentine and Canada. 

Having dealt with international commerce based on 
the different endowment of different countries in agri- 
cultural produce and raw materials, we are ready to pass 
on to a further set of considerations that afford a basis for 
international trade. 
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2. Differences in Inventiveness and Industrial Development 


In a sense civilization is invention, and the level of a 
civilization can be measured by the number and kinds of 
inventions in use. A comparative survey of the different 
civilizations that have emerged and in course of time 
declined would appear to make it clear that by and large 
the trend of civilization is upward ; that the level shows 
a continuous and unmistakable rise. But this overlooks 
an important point. Inventions are not all of the same 
kind. The inventions that strike the contemporary eye 
are material inventions—the automobile, electricity, radio, 
television. It can hardly be questioned that the level of 
material invention has shown a fairly consistent upward 
trend for centuries, though the pace has of course varied 
from one century to another. Less striking but much 
more important to human well-being are the other sort 
of inventions—I mean invention in the art of creating 
the good society, in the art of the peaceful and progressive 
living together of the peoples of the world. These in- 
ventions we may refer to as institutional inventions, 
because they are essentially inventions of institutions that 
make for human welfare and for the good society. He 
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would be bold who pretended to say that institutional 
inventions and changes showed a continuous rise in level 
equally with material inventions! If we take institu- 
tional as well as material invention into account can we 
really claim that we are more civilized than were the 
Europeans of the cighteenth century ? Is Hitler prefcr- 
able as a ruler to George III. 2 Whereas we seem to be 
ever-learning in the matter of material invention, while 
the level of material invention points upwards, this does 
not hold good of inventions in the art of living in a 
peaceful and advancing society. Here it is possible, 
indeed it is also the fact, that we can undo progress and 
slip backwards to an earlier level of social living. From 
comparative civilization to comparative barbarism! A 
change for the worse! The present state of the world is 
a vivid illustration of this (see Chapter I.). So we had 
better say that civilization is measured partly by the 
number and types of material inventions and partly by 
the kind of institutional inventions. If the institutional 
inventions deteriorate, civilization goes backwards, despite 
the increase in the available material inventions. In 
other words, civilization is more a matter of quality than 
of quantity ; the good life and the good society much 
more important than mere material invention unrelated 
to the purposes of the good life. 

But we must make a beginning with the real subject 
of this chapter, which is the bearing of material invention 
on international commerce. 

It will be remembered that the Martian observer in 
Chapter II. supposed that the different regions of the 
world were inhabited by people who were the same in 
race and who were all at the same level of material 
development. But history informs us that the different 
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races, peoples, nations have in real life shown very great 
differences in material progress. That is, different nations 
have advanced unevenly in material achievement and in 
wealth ; some have forged ahead, others have lagged 
behind. One, though by no means the sole, cause of this 
difference in tempo of development, is the difference 
in inventive ability. The most outstanding example of 
this in human history is the long start gained by Great 
Britain in industrial advance in the eighteenth and early 
nineteenth centuries—a start that made her the workshop 
and mart of the world till the last quarter of the nine- 
teenth century. In the cotton, woollen, and worsted 
industries ; in iron-founding and steel-making ; in the 
introduction of steam power and railways and steam- 
ships—in these major industries and a crowd of minor 
ones Great Britain ran ahead of the rest of the world ; 

and this lead in the application of material inventions, 
together with other favourable circumstances, such as 
the proximity of coal and iron-ore, and the nearness of 
both to the sea on which they could be easily transported, 
gave her a magnificent lead. During this great period, 
so splendid in material progress that we late-comers take 
too much for granted, steam-power came into wide- 
spread use and transformed life in all departments ; the 
factory system, congregating large numbers of people 
in the new towns and conurbations (e.g. in Lancashire 
and Yorkshire), grew up; and machinery as well as 
machinery to make machinery covered a wider and 
wider field of application. This is the age referred to 
as the Industrial and Commercial Revolution of the 
nineteenth century ; the label is not inapt. But this is 
merely the most striking case of the effects of differences 


in inventive ability ; others can be traced back into the 
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Middle Ages and into Classical Antiquity and, earlier, 
into the Dawn of History. 

Let us pursue Great Britain’s case a little further. 
For decades this country possessed a superior advantage 
in producing no end of commodities, of which cotton 
goods, woollens, worsteds, and perhaps steam-engines 
and various kinds of machinery are the most vivid 
illustrations. This superiority in production rested on 
England’s having been first in the field with the new 
steam power, the new machinery, and the new factory 
system. And it so happened that possible competitors 
were handicapped from putting up any opposition to 
Britain’s cheap goods for many reasons—such as war, 
shortage of capital, lack of coal and iron-ore, the absence 
of sufficient skilled workers capable of making the new 
kinds of equipment. So England secured a long lead, 
with the result that it took two or three generations before 
other countries were able to develop machinofacturing 
industries of their own (whose establishment was helped 
by tariffs against British products), capable of supplying 
the same sorts of commodities as the British, and nearly 
(if not quite) as cheaply as the British. 

The utility of mechanical invention needs no emphasis. 
It consists in making man-power go much further in the 
production of commodities ; saving labour in one de- 
partment of activity it sets it free for activity in other 
departments—or perhaps it sets it free for employment 
in the same department if more of that department’s 
product is wanted. When England applied steam power 
and mechanical spinning and weaving in cotton and wool 
that meant that both British and foreign hand-spinning 
and hand-weaving were superseded, and the workers in 
them compelled to give up in the face of the cheaply 
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produced goods of the new machinofacturing processes. 

The outrivalled workpeople went through a period of 
impoverishment and misery very often, especially if 
they were unable quickly to obtain employment in the 
new factories or in other perhaps less eligible occupations. 
If I may make use of a method with which we are 
already familiar (see Chapter IL.), the number of man 
hours in the country, which we may suppose a given 
quantity, turns out many more commodities when 
assisted by ingenious and powerful machinery. Man is 
a tool- and machine-making animal ; and he has been 
at it since history began. The onward march of material 
invention—eclaborate tools, instruments, machines, en- 
gines—is inspiring enough. Yet it has not brought 
the Age of Gold. There is plenty of iron and steel ; 

man-power was never more assisted by cunning con- 
trivances. And there is no gainsaying that the standard 
of life of vast numbers of the world’s population has 
shown a progressive rise, particularly during the nine- 
teenth and twentieth centuries. Yet the Age of Gold 
has still to arrive. Why? Partly, I think, because of 
the great increase in the number of people who require 
food, clothing, shelter. The faster mechanical invention 
progressed, the larger grew the world’s population. 
Now while the increase in man’s power to produce grew 
with mechanical invention, more had to be produced to 
provide for the wants of all the new-comers into the 
world. Had the world’s population remained at a lower 
level, shown a less rapid increase, mechanical invention 
might have led to a much greater increase in the standard 
of life. But there is another factor that helps to account 
for the seemingly slow advance in the standard of living 
when compared with the advance in mechanical inven- 
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tion. Institutional invention, which was explained 
earlier, hasn't shown very much progress, comparatively 
speaking. Tinkering here and there has led to some 
improvements, but a great deal remains to be done before 
human society can even begin to lead the good life and 
so achieve the good society. We shall have something 
to say on all this in Chapters XI. to XIV. For the present 
let us return to differences in invention and in the speed 
of their adoption as affording a reason for international 
trade. 

It happens, then, that if one country can leap ahead in 
inventiveness, and if the inventions are protected by 
international patent laws, the people of that country are 
very favourably situated with regard to the new com- 
moditics produced by the new patented inventions. 
Indeed they enjoy a monopoly and can secure large 
monopoly profits (while the patents hold good) by 
selling to the rest of the world—if the rest of the world 
is free to buy. Looked at from the standpoint of the 
buyers, the position scarcely inspires good feeling— 
rather envy. For the buyers either have to pay through 
the nose until the patents run out, or to go without the 
new commodities if their entry into the buyers’ country 
is prohibited by enormously high tariffs or some other 
protective arrangement. And in an intenscly nationalistic 
world we can be fairly sure that prohibition will obtain 
unless the new commodity happens to be a special type 
of machinery or a special instrument of war, so that it is 
worth procuring at any cost. The question at once 
arises: Is there no other way out? There is, and it 
appears to be one that is increasingly being made 
use of. 


Suppose a patented process to be introduced in a single 
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country. Then the holders of the patent may proceed 
to set up factories in other countries, employing local 
capital and labour, and so helping in the solution of the 
unemployment problem in those other countries, if 
there happens to be such a problem. 

What can be said in favour of this solution: The 
first point concerns the elimination of the transport, 
trading, and possibly tariff charges that would have to 
be paid if the new commodity were all produced in one 
country and sent thence to all others. The cost to the 
consumer is correspondingly lower, and the consumer’s 
income goes so much the further by the cutting out of 
those charges. The number of hands through which the 
commodity has to pass, the number of formalitics and 
documents are all greatly reduced, and a saving in expense 
follows. 

A second point is that consumers also stand to gain in 
rather lower prices than if they were under the thumb 
of a foreign monopoly exploiting the whole world. 
Since production is decentralized in a large number of 
separate countries the political and economic power 
behind the patentees is greatly reduced, and they have 
to show rather more consideration to the consumer in 
their price policy. Besides, if they don’t they may be 
suitably controlled by the governments of the several 
countries in which their factories are situated. Again, 
then, the consumer is likely to be better off because of 
lower prices than he would have to pay in less favourable 
circumstances. 

A third point: The new commodity may, as we saw, 
be a specially important kind of machinery or instrument 
of war. Now if war breaks out, it is surely all to the 
good to have the means of producing at hand ; this saves 
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the waste and loss connected with the improvisation of 
supply once war has broken out. 

Nor is that all. By producing the commodity on the 
spot the pitfalls of price variations and shortage of 
supply, due to breakdown in world trade, are avoided. 
And the new industryis present to be helped or restrained ; 
we do not have to depend on a foreign government in a 
foreign country to do the job. 

We will conclude this chapter by raising another 
problem. For decades Britain was the world’s workshop 
—it was not until about 1880 that important and for- 
midable rivals began to show themselves on the world 
market—in particular, the United States and Germany. 
And as we may casily guess this long innings of Britain 
was not without raising envy on the part of the “ back- 
ward” countries. A lot of bad blood wascaused. Tariffs, 
protection against the forcigner’s intrusion into the home 
market, were usual in the case of the less favourably 
situated countries, who were intent on building up 
industries of their own to make them independent of the 
Britisher. Incidentally, a rabid nationalism was preached 
at the same time, and this did not make for peace on 
earth and international goodwill. Besides the situation 
was not without effect on Britain herself. The fact that 
she was manufacturing for the world as well as for 
herself meant that her industrial system became lopsided. 
Machinofacture and the urban population increased at 
the expense of agriculture and village life. In fact, 
agriculture dwindled and dwindled, especially after the 
home market had been flooded with the cheap wheat of 
the bonanza farms of the Americas after the 1870's. 
Great Britain came to depend to an unheard-of extent 


on foreign-grown foodstuffs—a fact that was to receive 
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point with the incipient starvation brought on by the 
German submarine menace in 1917. So it is an open 
question whether the concentration of industrial pro- 
duction in Great Britain for so long a period had really 
good consequences in the long run. 

Supposing then that Britain had never become the 
world’s workshop, and machinofacture had developed 
at an even pace in European countries and elsewhere, 
that each country, in short, had established its own 
machinofacturing industry, that each had made, if not 
everything, anyhow the larger part of what it needed at 
home : might not world peace have been promoted in 
this way? Might not Britain have escaped the lop- 
sidedness of its economic structure that still harasses the 
country ? Man makes his own history if he will have 
itso. But too often he has let history be made by events, 
by accidental happenings, left to take their own course. 
Looked at from this angle the social and political unrest, 
the wars and the revolutions of the twentieth century 
may be regarded as the price men are paying for not 
taking history in hand during the great Victorian Age. 
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3. Differences in Efficiency and Standards of Living 


In the last chapter we dealt with differences in invention 
and inventive ability as giving rise to international trade 
between the country in which the inventions are first 
applied and the rest of the world. We have, however, 
not yet completed our preliminary survey of the possi- 
bilities of international commerce. There are still other 
reasons why different countries may find it advantageous 
to engage in the interchange of goods. We will begin 
with differences in efficiency. 

Efficient organization and methods of production are 
vital. They enable more to be produced with decidedly 
less effort and expense. Man-power, machines, super- 
vision, all go further when they are linked together in 
an efficient business organization where everything goes 
smoothly. Now efficiency depends to some extent on 
mere size—the size of the country, for instance, in which 
the firm is situated. For the larger the country the more 
extensive the number of buyers—the wider the market. 
And how important the market is in a competitive world! 
If you can rely on an extensive home market for your 
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products, you are able to go ahead and do a fine bit of 
planning for efficiency in production. For you have 
no anxiety about whether it will pay you to produce 
on a large and highly economical scale, thereby securing 
to your own and the consumers’ benefit the advantages 
of low costs due to large-scale production. Of course 
there are limits. It will rarely pay to concentrate all 
production in one plant if output is to be very large. 
There will be a relatively best size of producing unit, 
and provided you choose this (or a multiple of it) all 
is well. But if you have the misfortune to be born in a 
very small country, or a very backward country, your 
market will be so small that you can’t even establish 
one of the best-size plants, much less a multiple of them. 
The result is that the benefits of really large-scale pro- 
duction are lost; you get increasing returns (a lower cost) 
up to a point, but the point isn’t where you would 
wish. To sum up : there may be very definite advantages 
in lower costs, greater efficiency of production, best-size 
producing concerns to be secured by living in a big 
country and lost by living in a small country. 

The issue may be pressed. The larger the country the 
more probable that it possesses more efficient steel- 
making, machine-making, engine-inaking firms. For 
the advantage of being able to produce on a large scale 
in units of the most advantageous size is an all-round 
advantage, affecting all sorts of industries. And that may 
easily mean that industrial equipment can be purchased 
more cheaply in a big country—a further considerable 
gain from the standpoint of both business man and 
consumer. Nor is that all. The outlays on salesmanship 
and advertising are likely to be more economical in a 
large country because of the larger body of consumers. 
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High-power salesmanship aimed at undermining the 
buying resistance of consumers costs less per unit sold. 
What are the consequences of the above advantages 
possessed by the larger nations? Clearly if production 
is cheaper the home population can hope to enjoy a 
higher standard of life than would be possible in a small 
or backward country. But we are concerned mainly 
with the consequences for international trade. First, it 
is obvious that many of the large-scale producers of the 
big countrics can undersell those of the small on the 
world markets. For instance, in selling to colonies, 
undeveloped countries, other small countries, the large- 
scale industries of the large countrics have a marked 
superiority over the more expensive products of their 
smaller rivals, unable to secure the benefits of low costs 
arising from large-scale production and the all-round 
efficiency apt to accompany it. In view of this we should 
expect the small countries to do all they can to keep 
their large rivals out of their colonies if they have any. 
Secondly, since in some industries (e.g. automobile, air- 
plane) the large countries have so decided a superiority, 
it will probably pay the smaller countries to purchase 
these things from them rather than to establish industries 
of their own in these lines. Owing to wartime needs 
they may indeed have to set up some producing units, 
but otherwise they will find it better to depend for them 
on the large countries. That, however, raises another 
issue. If such things are imported, what things can the 
small country export to pay for them? Agricultural 
produce ? Certain raw materials 2 One or two special- 
ized industrial products? Think of such countries 
as Denmark, Sweden, Norway, Belgium, Holland, 
Rumania, Yugoslavia, Turkey, the Argentine, Brazil. 
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If they are dominated by business necessities they will 
remain to no slight extent exporters of agricultural pro- 
duce or of certain kinds of raw materials. Can such 
countries really afford national self-sufficiency, especially 
in industrial products? A pertinent question! It is, 
however, to be suspected that even the small countries 
will increasingly be driven into an orbit of one or other 
of the great central suns ; they will tend to enter into 
trade agreements and planned international trade with 
one or other of the Great Powers. Even in their case 
old-fashioned free trade is probably a thing of the past 
and dreams. Political considerations are proving too 
strong for a merely economic attitude. But that problem 
is handled at great length in later chapters, and need not 
delay us now. 

We have so far spoken of efficiency in connection with 
large-scale production. There remains a question of some 
importance. What of a low standard of life 2 Will not 
a country (e.g. Japan) with a low standard of life be able 
to outrival its competitors on the world market? Let 
us state the issue clearly. 

The workers in the country with lower standards con- 
sume less than the workers in those with higher standards. 
So far the business men of the former country are in a 
position to earn higher profits if they sell their products 
on the world market at what may be called the normal 
scarcity value. Now the older theory of international 
trade assumed that in fact not only were commodities 
sold in accordance with that value, but also that com- 
petition between a country’s industrialists would compel 
them one and all to sell, both at home and abroad, their 
products at that value. This was where they blundered. 
Tacit understandings between industrialists, especially 
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in the same industry (e.g. on the principle of price 
leadership, where prices are ““made”’ by a few leaders 
in the industry, and the rest sheepishly follow the lead 
thus given), and later on open combinations for either 
selling or production, or both, bring it about that in the 
field of foreign trade, and to a degree also in that of home 
trade, prices are rigged—against the rival industrialists 
of other countries, for example. Why not? Even 
though the industrialists of the low-standard-of-life 
country do sell on the world market below the normal 
scarcity value, they make as large or a larger profit than 
their rivals in the higher-standard-of-life countries. And 
that satisfies them. It may then be fairly concluded 
that if the workers of a given country are on a very 
low standard of living, or can be forced on to such a low 
standard, that country will be much more able than its 
rivals to sell large masses of commodities on the world 
market. Its competitive advantage will be greatly in- 
creased by low costs due to the low living standards of 
its workers. That is merely one of the moves in the in- 
cessant economic warfare that goes on between the nations 
in general and between the Great Powers in particular. 
It goes without saying that a country which combined 
a low living standard of its workers with large-scale 
industry and with access to low-cost supplies of necessary 
raw miaterials would be something of a super-power on 
the world market. Against such formidable competition 
and economic warfare other less advantageously situated 
powers would be practically compelled to seek protection, 
both to save the swamping of the domestic market with 
the products of the super-power and to preserve their 
colonial and other markets against the aggressor. Real 
life shows conclusively enough that such is in fact the 
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case. The economic warfare of the recent past has pro- 
vided sufficiently luminous illustrations. Of all this we 
shall have much to say in Chapters XVII. and XVII. 

It will be advisable in conclusion to reter to a case 
made much of by the old-fashioned free trade doc- 
trinaire. The example of the super-power just men- 
tioned affords a useful jumping-off point. Opponents 
of the doctrinaires used sometimes to argue that a super- 
power would be able to capture the forcign trade of the 
whole world. It would undersell all its rivals and end 
up by doing all the selling on the world market. A 
pretty picture ! The doctrinaires were not slow to point 
out how absurd it really was. For in that event the super- 
power would be a public bencfactor indeed, since it 
would receive nothing in return for all the goods it 
sent abroad. Long before that condition was reached 
self-corrective circumstances would have arisen which 
would see to it that the super-power sold so much, and 
the rest of the world so much, on the world market. 
For world trade can only be carried on when the different 
participants exchange goods against goods, money being 
a mere intermediary employed to oil the wheels of the 
trading machine (see Chapter VI.). Now unless the 
super-power received payment from the rest of the 
world (e.g. in agricultural produce or raw materials) 
it would stop exporting, and everybody would live at 
home. The free trade doctrinaires urged that money 
movements and varying money prices were the means 
that would come into play to see to it that international 
commerce was mutual, and that the super-power only 
traded on the world market to the extent of its inherent 
capacity to produce relatively more cheaply than its 


rivals. And the latter would be bound to possess a 
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relative advantage in the prices of some commodities 
that were internationally tradeable and desired by other 
countries, including the super-power. All would work 
out at the finish in such a way that all countries would 
trade in accordance with their relative or comparative 
advantages in production, with the result that standards 
of living all round would be higher than if all countries 
tried to live at home. This sounds very nice (some 
further remarks on the free trade Utopia will be found in 
Chapter IX.), yet the doctrinaires equally with their 
Opponents are at sea, as recent events have finally shown. 
Why: Where are they wrong? There are a number 
of vital reasons why they went astray. It must suffice 
to say here quite briefly that they would appear to have 
confused two major ideas about the ways in which 
industry and trade can be run ; namely, for the benefit 
of the whole of the nations, for use, or for the benefit 
of a part of the nation, for profit. No doubt these 
ways of running the economic life of a country and the 
world overlap to some extent, otherwise the profit- 
making system couldn't last five minutes, let alone five 
centuries. Yet there are far-reaching differences between 
them, and it is just because they overlooked them that 
the doctrinaires came to incorrect conclusions. They 
failed to see or allow for the deep-seated tendencies 
inherent in the business and profit system making for 
international rivalry and economic warfare between the 
nations ; they gave insufficient weight to political ten- 
sions and the Balance of Power ; they overlooked the 
interlocking of economic and political issues both at 
home and in the world at large. But on all these prob- 
lems much will be said hereafter, and we may leave the 


doctrinaires for the present. 
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CHAPTER V 


THE CHANGING IMPORTANCE OF INTER- 
NATIONAL TRADE: HISTORICAL ILLUS- 
TRATIONS. 


Arter having enjoycd a short stay in Utopia (in Chapters 
II., Ill., and IV.) we have, however reluctantly, to return 
to that bad old place the real world. We left it, you 
will remember, in none too hopeful a spirit at the end of 
Chapter I. In the present chapter we are going to put 
the clock back and look at international trade in the 
past. Many nations are now taking to as much national 
self-sufficiency as they can manage. What course have 
they followed in the past 2? Have they adopted similar 
policies before ? 

In Chapters IL., IIl., and IV. we saw why different 
peoples enter into international commerce. It is often 
the sound economic line to take. By mutual exchange 
they obtain more commodities and a higher living 
standard than they could by living at home. But 
we should blunder if we supposed that all periods of 
history revealed a thriving international commerce, 
undisturbed by deep-seated rivalries. In a sense we 
should be wise to expect that in this matter of inter- 
national trade and national self-sufficiency there are ups 
and downs, a kind of rhythm or cyclical movement. 
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During one period of history international trade will be 
slight, and different countries will live much more nearly 
at home ; during other contrasting periods international 
commerce will be lively, the great seas will be lined by 
trade routes, and the nations will be less self-dependent. 
Perhaps we can alrcady get a glimpse of the reasons for 
this changing policy. We have in fact laid the founda- 
tions for an understanding of it in the last three chapters. 

Complete national self-sufficiency has been and is 
impossible for reasons beyond human control—differ- 
ences of climate and of subsoil formation. In other words, 
there are agricultural products and raw materials that 
can’t be produced (or can’t be produced profitably) at 
home. It pays to obtain them from the outside world in 
exchange for things that the outside world will accept 
in exchange for them. Here you have the irreducible 
minimum of international trade. Again, many countries, 
particularly small countries, will find that they cannot 
afford—yet at any rate—to establish all the industries 
they need; they haven't sufficient capital, for instance. 
And they will, therefore, find it profitable to import 
(in return for agricultural produce or raw materials) 
various manufactures from better endowed countrics. 
The irreducible minimum of international trade for them 
is on a higher level than for those nations that have their 
own industries. In time, however, we may reasonably 
suppose that the worse-off countries will succeed in build- 
ing up industries of their own, in which case they will 
come on to the lower level of international trade. We 
may give to this lower level, conditioned by climate and 
subsoil differences, the name “irreducible minimum of 
international exchange or trade.” It seems that nations 
to-day may be approaching, at different paces, this state 
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of things—the natural irreducible minimum of inter- 
national trade. 

One word more before we look back. Under what 
circumstances should we expect that state of things to be 
approached ? There would seem to be three factors to 
take into account. First, the speed at which men are 
inventing new processes of production and new com- 
modities. Secondly, the speed and facility of inter- 
national communication. Thirdly, the relative endow- 
ment of diffcrent countries in capital and enterprise. We 
shall have to say a little concerning each of these factors, 
and this will at the same time give us the opportunity of 
looking backwards, for which we have been waiting, 
as well as of referring to yet other circumstances that 
have contributed to the weaving of the complicated 
pattern of the history of commerce. 

Interesting though a comprehensive study of com- 
merce in the ancient and modern world is, we shall limit 
ourselves to one or two illustrative cases; for our aim 
is illustration rather than consecutive narrative. 

Although we recognized three factors as accounting 
for the fluctuations in the total quantity of international 
trade during different historical periods, we shall have to 
underline the third factor mentioned above, namely, 
the endowment of different countries in capital and 
enterprise. For we are dealing throughout with modern 
capitalism, its beginnings and development, at least in 
its commercial aspects. And it is differences in capital 
and enterprise, or their absence, however brought about, 
that account in large measure for the change from a period 
of large and active trade between countries to one of 
slight and sluggish trade. 


At the earlier time of which we speak northern Europe 
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was mainly agricultural; the people lived in feudal 
villages (that is, villages under a Lord of the Manor), 
their status being one of servitude to the privileged 
classes of the time—the landed nobility and the higher 
clergy. Here and there a small town came into existence 
and served as a resort for traders, and later for craftsmen, 
who, associated together in craft gilds, were the “ in- 
dustrial” workers of the age. Life in both village and 
town was ruled by custom and a spirit of togetherness 
and mutual service. By contrast Mediterranean Europe 
enjoyed a far higher civilization, with an abundance of 
commerce and much manufacturing. Prominent among 
the southern trading towns were Venice and Con- 
stantinople, as well as lesser towns such as Genoa and Pisa. 
It must be understood that these towns, together with 
the environing countryside, were independent states, 
with their own governments. There was no Italian 
nation at this time: there was a crowd of small Italian 
city-states, as they are called. Constantinople, it should 
be remarked, was exceptional : it was the capital city 
of the Byzantine Empire occupying much of the eastern 
Mediterranean lands. Both Constantinople and Venice 
were very active in the Levant trade (i.e. trade in the 
Near East), and their commercial rivalry finally led to 
the ruin of Constantinople, while Venice became the 
first maritime power of Europe. Highly organized, 
enjoying an efficient government, with the Doge as 
dictator or president), Venice was the great provider of 
luxuries for the northern Europeans, who had ac- 
quired a taste for fine clothes, carpets, hangings, jewels, 
and spiced foods during the Crusades. Venice sent 
merchant ships to the Black Sea, Egypt, Aleppo, Asia 
Minor, and the north coast of Africa, whence they 
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returned laden with spices, silks, cotton, ivory. These 
would bring in large profits when sold to the northerners. 
But Venice herself produced many commodities for 
export. Among the Venetian manufactures were silk- 
ware and glass, cloth of gold, woollen and cotton goods, 
iron- and brass-ware. At first the Venetians sent their 
exports overland to Germany and France, whence they 
were traded at the fairs that were held at given times 
of the year at the small northern towns. Later Venice 
sent her wares by sea in the so-called Flanders fleet, 
which visited Spain, Portugal, western France, and 
England on the way. The Venetians secured payment 
for their goods by bringing back minerals, timber, and 
textile materials, especially wool. Thus England, a 
thinly populated island, paid for her imports largely in 
raw wool. At London the Italians had their own trading 
centre, where they were subject to their own laws rather 
than to the ruder code of Britain. This has been de- 
scribed as a typical instance of the commercial penetration 
of a backward country by a superior power. 

Venice retained her commercial supremacy until the 
end of the fifteenth century, that is, for about four 
hundred years. 

Obviously throughout much of this time there was 
great unevenness in wealth and business enterprise 
between Mediterranean and northern Europe. This 
came about partly because of the proximity of the 
Mediterranean towns to the civilization of the Near and 
Far East, whence came the luxuries in which Venice 
carried on so lucrative a trade, and which later she 
learned to produce successfully herself. Moreover, the 
continuity of Mediterranean civilization from the days 
of Imperial Rome counted for much in the supremacy 
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of southern Europe in general and of Venice in particular. 
There was a tradition of culture, wealth, and commerce, 
and also of ordered government. These advantages 
combined to afford for long an unchallenged com- 
mercial leadership to the south. For it was only gradu- 
ally that northern countries could develop a class of 
merchants, together with the wealth and ordered govern- 
ment and security which a flourishing merchant class 
needs for its success. Besides, the north had no ability 
to originate or even to imitate the Italians, or to compete 
with them, for centuries. Slowly, however, a change 
occurred, a steady development of independent trading 
and manufacturing in the northern countries—Flanders, 
France, Britain, Germany. The parts of Europe were 
becoming more evenly matched. There was still scope 
for trade between north and south, for Venice still sat 
securely on the main artery of trade between Europe 
and the Orient, and oriental goods were still keenly 
desired, indeed the demand for them was increasing with 
the increased prosperity of the north. 

Meantime a series of events, destined to undermine 
Venice’s supremacy, were taking place. Constantinople 
was captured by the Ottoman Turks in 1453 ; they took 
toll of the profitable European-Oricntal trade mediated 
by Venice. Meanwhile it was not easy to maintain, 
much less increase, the supply of Eastern goods. The 
caravan routes were increasingly harassed by nomads, 
who took booty. Again, the military expenditure of 
Venice was becoming intolerable: there was not only 
the problem of checking the advancing Turks, but the 
military intervention in northern Italy of north Euro- 
pean countries was very trying. 

The traders of those countries from which Venice 
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drew monopoly profits were urged to find alternative 
routes to the Far East, whereby they could obtain oriental 
goods directly, and so replace Venice in the engaging 
process of squeezing monopoly profits from their fellow 
countrymen. This desire was finally satisfied. In 1498 
the Portuguese navigator, Vasco da Gama, found the 
all-sea route to the East by way of the Cape of Good 
Hope. The new route was far cheaper than the combined 
land and sea route used by Venetian trade, and middlemen 
were partially eliminated. Besides, bulkier articles could 
now be brought from the Orient. Italian competition 
with the new route was crushed, and the Venetian and 
Italian monopoly of oriental trade collapsed. Com- 
mercial supremacy passed to Portugal, Spain, Holland, 
Britain, and France. 

The first act in our historical retrospect traces out just 
such a rhythm as that mentioned earlier in this chapter. 
At the outset we see Venice and the Mediterranean city- 
states far and away ahead of the northern countrics ; 
there was great unevenness in wealth and enterprise. 
Only after several centuries were the westerners— 
Portugal, Spain, and the northerners (Holland, France, 
Britain)—in a position to compete with the southerners. 
To do this they had to develop merchant classes of their 
own, to accumulate capital, to build ships, and, above all, 
to imitate the superior southerners. The unevenness in 
development now gives place to some degree of even- 
ness, and though the south finally loses its commercial 
supremacy, the western and northern countries remain 
keen rivals in the new oceanic commerce of the sixteenth, 
seventeenth, and eighteenth centuries. Indeed, in this 
impending second act it is just the relative evenness of 
the development, enterprise, and power of the rival 
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countries that dictates commercial rivalry and war as 
the means of surpassing competing countries. Compared 
with the latter part of the eighteenth century and the 
earlier parts of the nineteenth, the industry and trade 
of the several states were not unevenly matched during 
the sixteenth, seventeenth, and early cighteenth centuries ; 
technical progress in industry was relatively slow, popula 
tion was not increasing very fast, wealth and welfare were 
slow-footed. Rigid and regulated organization of 
industry and trade was the rule. Thus the aim of each 
state was to become politically and economically power- 
ful, to build up military and naval force, to fill its war 
chest with gold, to maintain internal peace and order. 
Then, when the opportunity came, a timely war might 
add to its power and wealth. Only by these means— 
conquest, colonization, war—could the advancement of 
the state occur in a world consisting of such evenly 
matched opponents. Mere economic warfare (see 
Chapters XVII.—XIX.), at which every one could play, 
was quite ineffective as a means of stealing a march on 
an opponent. Political struggle was invoked to do what 
econonuc warfare could not do—attain national power 
at the expense of rival states. One illustration from the 
abundance of classical instances must suffice. 

During most of the seventeenth century the Dutch 
cnjoyed commercial leadership. Events in other countries 
favoured them. Thus the Thirty Years War (1618-48) 
in Germany ruined German trading cities ; the British 
were prevented for some decades from aggression against 
the Dutch by the conflicts between the Stuart kings and 
their parliaments. The Dictator Cromwell by his 
Navigation Act of 1651 precipitated an Anglo-Dutch 
struggle. It must not be supposed that this struggle was 
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restricted to Europe. The Dutch and British clashed not 
only in the Baltic and North Seas, but also in the Near 
East, the East Indies, and America. The Dutch, for 
example, had a monopoly of the all-important pepper 
trade centring in the famous Spice Islands of the East. 
Again, in the New World the Dutch made an effort 
to monopolize the fur trade. Dutch commerce con- 
tinued to prosper until 1730. Mutual rivalries between 
possible competitors enabled the Dutch to go forward. 
If France under Louis XIV. wanted to conquer the 
Netherlands, England could not afford to stand by and 
permit her to do so, despite Anglo-Dutch commercial 
antagonism. Spain, too, aided the Dutch in their forcign 
trading with a view to striking an indirect blow at its 
rival, France. At length the Anglo-Dutch rivalry 
petered out, and Anglo-French conflict took its place. 

It was not that, like the Portuguese and the Spaniards, 
the Dutch went backwards ; rather it was that they were 
outdistanced by the greater natural resources, larger 
population, and more definitely industrial organization 
of Great Britain. By 1750 the trade of the latter had 
given her a decided lead over the Netherlands. And the 
next scene in this second act of international trade in 
modern times shows the varied rivalries of France and 
Great Britain through the eighteenth century in east and 
west, and through the Napoleonic Wars in Europe. 
By 1815 Great Britain had achieved that leadership in 
industry and commerce which she was to hold until near 
the end of Victoria’s reign. 

After the centuries of even development and acute 
rivalries that we have just dealt with there came a spell, 
lasting perhaps a century and a half, during which there 
came first great unevenness in economic development, 
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and then a vigorous effort to iron it out. The unevenness 
occurred because of the industrial and commercial 
changes in Great Britain in the eighteenth and nineteenth 
centuries (see Chapter III.). 

It is pointed out in the chapter just referred to that 
steam power, stcam transport, together with the factory 
system and machinofacture, all based on coal, iron, steel, 
and the new machine-making industry, were first applied 
in Great Britain. Britain possessed the coal and iron 
resources, the skill, enterprise, and capital that enabled 
her to secure a long lead over all her competitors. The 
result was that she became the workshop of the world, 
exporting large quantities of her machinofactured goods 
to the rest of the world. In return she obtained raw 
materials and food, and was also in a position to export 
much capital to foreign countries and her empire (see 
Chapter VIII.). Other countries were not able to catch 
up with Great Britain for many decades, not until the 
1880's ; indeed, the final stages of the process of levelling 
up of economic development and cconomic power, so 
far as the Great Powers are concerned, were not really 
reached until the end of the Great War of 1914-18. 
The extraordinary difficulties that international trade has 
since had to face have largely been the expression of just 
this state of things, this levelling up. The stages through 
which economic warfare has recently passed, as well as 
the present phase of planned international trade, have to 
be regarded as the definitive emergence of the levelling 
up to which we have referred. Thus the third act of the 
course of international trade and economic relations, 
beginning with the marked superiority and leadership 
of Great Britain, and leading to a persistent drive on the 


part of other nations to achieve parity with Britain, has 
56 


CHANGING IMPORTANCE 


now ended with precisely that relative evenness of 
economic and political power which may be expected 
to-day, as in the past, to result in political struggle and 
war, pending the rise of some nation or other into a 
position of temporarily undisputed superiority. 

This stage of relative evenness of political and economic 
development on the part of the Great Powers is reflected 
in an increased rivalry between them for markets, 
colonies, imperial influence. And that means a relative 
contraction both in the quantity and value of world 
trade, as compared with the preceding stage, where the 
development of the different states was still rather uneven. 
Not that complete national self-sufficiency will ever be 
reached ! There are too many small powers and un- 
developed regions in the world. The latter will con- 
tinue to produce agricultural produce and raw materials, 
which they will be ready enough to sell to the Great 
Powers or their mother countries in exchange for manu- 
factured goods. The contraction in world trade is likely 
to take place as between the Great Powers themselves. 
They will show a much greater degree of self-sufficiency 
towards each other. And the drift of events will be in 
the direction of a partition of the world among a small 
number of gigantic imperialistic states or empires, which 
will show much trade between their various constituent 
countries, but will be intense rivals of each other, both 
politically and economically. 

The foregoing illustrations running through three acts 
should help in enabling us to see present events in some- 
thing like historical perspective, instead of out of all 


relation to their true significance. 
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CHAPTER VI 
THE BALANCE OF TRADE 


TRADE between different nations involves the problem 
of balance, with which this and the two following chapters 
will be concerned. This problem has held men’s atten- 
tion for centuries, and it is easy to see why. Suppose 
nation A is trading with nation B. This trade is a 
matter of purchase and sale. A sells to B and B sells to A ; 
buying and selling are mutual. Now this international 
buying and selling means that a lot of traders in A buy 
from B, while another lot of traders in A sell to B. 
Similarly one group of traders in B buy from A, and 
another group sell to A. ‘The trading relations are 
between individual traders living in either country. 
These individuals carry on trade without troubling their 
heads about what other traders are doing ; they mind 
their own business. And that signifies that nobody is 
keeping watch over total trading, and therefore over the 
total of sales and purchases going on between countries 
A and B. The Balance of Trade is a bit complicated at 
first sight, though very easy to understand after a little 
time has been spent on it. 

Suppose that we look at the matter from the standpoint 
of total amounts of a country’s imports and exports. 
A and B at the end of each month or year can strike a 


balance showing the amounts of trade in commodities, 
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in visible items of trade, that have taken place. Let us 
draw up a quarter's trade accounts : 


Goods. Goods. 
July. A buys from B £2,000,000._ A sells to B £1,500,000. 
August. A buys from B= 2,500,000. A sells to B_ 3,000,000. 
Sept. A buys from B_ 1,500,000. Asellsto B 1,500,000. 


Total £6,000,000. £,6,000,000. 


This means that A has sold as much to B as it has bought 
from B. All the little transactions carried out by in- 
numcerable individual traders total up to a precise balance ; 
total imports (purchases by A) from B are equal to total 
exports (sales by A) to B. The debit and credit items 
balance ; sales are equal to purchases; the problem of 
the Balance of Trade is solved; and at the end of the 
quarter neither country owes the other a cent. 

That is as it should be. The people of A cannot afford 
to give things away to the people of B; they have to 
pay the cost of producing those things, and this can only 
be managed if they obtain goods made in B that can 
be sold in A, the proceeds flowing into the pockets of 
exporters living in A who have sold goods to B.  Per- 
haps a diagram may help. 


A. Exporters (traders selling to B) B. 
Owed £6,000,000 by ——————--> Importers (traders living in 
B and purchasing goods 
from A). 
| 
Importers (traders buying from B) 
Owe £6,000,000 to ——_————--> Exporters (traders living in 
B and selling goods 
to A). 


Now if it be true that international trading is really 
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barter or swapping in disguise, that is to say, the direct 
exchange of goods for goods, then the above diagram 
illustrates how payments can be carried through. The 
importers in each country undertake to pay the exporters 
living in that country (importers in A pay exporters 
living in A; importers in B pay exporters living in B). 
There is a swapping over of debts and credits; the 
importers of cither country taking over each other's 
debts, and the exporters exchanging each other’s credits. 
In this way the trouble of sending money from one 
country to the other is avoided. There is no flow of 
money between A and B (each of which possesses its 
own national currency) ; all that flows are streams of 
commodities. The settling of accounts is done by a 
mutual swapping of debts and credits by the four parties 
(thus, the importers in A agree to pay {£6,000,000 to 
exporters living in A, instead of to exporters living 
in B, provided importers living in B agree to pay 
{6,000,000 to exporters living in B). And in this way 
every onc secures satisfaction. 

Think of it in another way. Take four schools, two 
in England, two in France. The English schoolboys at 
school A make and sell articles worth {/5 to school B in 
France. So they are owed £5 by the French schoolboys 
of school B. While this transaction is taking place, 
schoolboys at school Az in England buy goods worth 
£,5 from school B2 in France. So in tum they owe £5 
to the boys of school Bz. In tabular form : 


School A sells to School B . . £5 goods. 
School Az buys from school B2. £5 goods. 


Suppose that it is decided to save the expense of send- 


ing two lots of money in settlement of the two debts. 
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This can be managed if the boys at English school A2 
agree to pay £5 to English boys at school A; while 
French boys at school B agree to pay £5 (in French 
money) to French boys at school Bz. A swapping of 
debts occurs ; school B swaps its debt with school Az. 
And a parallel swapping of credits occurs; school A 
swaps its credit (that is, its right to receive a payment) 
with school Bz. In final account, we have the following 
payments: school A2 pays school A; school B pays 
school B2. Again, every one is satisfied ; all pay and 
reccive their own national money ; and any expenses 
of transmitting moncy from one country to another are 
avoided. 

These processes of swapping of debts and credits in 
real life take place on the foreign exchange markets of 
the different countries, and are carried out by means of 
bills of exchange and book entries in bank accounts. 
Not only are great economies in the expense of settle- 
ment achieved, but the process is greatly speeded up, 
working as it does by means of telephone communi- 
cation. 

We return to the problem of the Balance of Trade. 
It may be urged that in our example the precise equality 
of the two sides is quite arbitrary. For one case where 
equality comes about, there will be ninety-nine where it 
doesn’t. Now if that is the case, then one country, 
A, will owe another country, B, for the surplus. Let us 
draw up another quarterly trading account : 


Goods. Goods. 
July. A buys from B £3,000,000. Ai sells to B £2,000,000. 
August. A buys from B_ 2,000,000. A sellsto B 2,000,000. 
Sept. A buys from B_ 1,500,000. Asellsto B 1,000,000. 


Total £6,500,000. £5,000,000. 
61 


NATIONAL SELF-SUFFICIENCY 


From this we observe that A owes B £1,500,000. We 
pointed out that international trade is really a swapping 
of commodities between countries (there are also certain 
invisible items, amounting to the swapping of services, 
to take into account; these are dealt with in Chapters 
VII. and VIIL.). Traders in B will certainly object to 
giving commoditics away to people in A; they will 
insist on payment. The question is: how can people in 
A pay them: People in B do not desire any further 
goods produced by A, or they would purchase them. 
There appears to be a difficulty. Indeed this difficulty 
much perplexed carly thinkers, and even to-day it con- 
tinues to puzzle the ordinary man. An enigma; yet, 
after all, one so easy of solution. 

Hitherto we have spoken of trade between two 
countrics. The world is made up of many different 
countries, not simply of two. This gives the possibility 
of multilateral (manysided) as distinct from bilateral 
(twosided, two countries) trade between different 
countries. Remembering then that we live in a world 
where multilateral trading goes on, we may take the 
special case of triangular trade (three countries) to 
illustrate a way out of the difficulty set out above. Let 
us draw up another table relating to the trade of country 
C with countries A and B ; this table is supplementary 
to the one last given. 


Goods. Goods. 
July. C sells to A £1,000,000. A sells to C £2,000,000. 
August. C sclls to A 2,000,000. A sells to C 2,000,000. 
Sept. C sells to A 1I,§00,000. A sells to C 2,000,000. 
Total £4,500,000. £,6,000,000. 


A has therefore sold {1,500,000 more to C than it 


has bought from C ; so that C owes A that sum. 
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Goods. Goods. 
July. C sells to B £4,000,000. B sells to C £3,000,000. 
August. C sells to B 3,000,000. B sells to C = 3,500,000. 
Sept. Csellsto B 4,000,000. B sells to C = 3,000,000. 
Total £11,000,000. £,9,500,000. 


This informs us that C sells {1,500,000 more to B than 
it buys from B ; so that B owes C that sum. 

In order that a final all-round settlement can be 
effected it is therefore simply necessary that A should 
take over B’s debt to C, which means that the Balance 
of Trade as between A and B now precisely balances. 
On the other hand, A cancels its credit of £:1,500,000 
on C, on condition that C cancels its credit on B. These 
triangular swappings mean that, when all three countries 
are taken into account, a ready equalization of their 
respective Balances of Trade is reached. 

Clearly the solution to the difficulty we have been 
discussing is found in the panning out of the swapping 
of debts and credits when a large number of countries 
is taken into account. Given many countries between 
which mutual trading takes place, there is every likelihood 
that the Balance of Trade in each instance will equalize 
itself under the free play of the forces of the market. 
Such was the answer given by the enlightened thought 
of earlier centurics to the prejudice that wished to restrict 
and limit foreign trade because it would lead to one’s 
country owing a considerable sum of money to foreigners. 
It was held that this debt would have to be paid by the 
export of precious metals—gold and silver. And since 
in those earlier centurics these were relatively scarce, 
while yet they were needed to give the country a suffi- 
ciency of circulating money, it was considered that their 


export—their drainage abroad—would impose a great 
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handicap on the country exporting them to pay its 
forcign debts. The mistake lay in a failure to appreci- 
ate the sclf-balancing nature of the Balance of Trade, 
provided many countries were trading together, and 
provided obstacles were not placed in the way of free 
mutual trade by governments. 

In our own time the Balance of Trade has again 
become a bone of contention. Governments and others 
have felt that they cannot leave it alone, that they cannot 
trust to its sclf-balancing any longer. This is the out- 
come of intensified competition on the world market, 
for one thing ; this has led to economic warfare between 
countries, which is expressed in more and more tariffs, 
protection (that is, keeping out foreign goods), energetic 
measures to restrict and control foreign trade (and 
especially imports), quotas, bilateral trade agreements, 
as well as the manipulative control of the rates at which 
the moneys of different nations exchange for one another 
(the exchange equalization funds of certain countries 
enter here). Something will be said of these develop- 
ments later (see Chapters XVII. and XVIII). In the 
meantime it is sufficient to emphasize that planning in 
international trade unquestionably impedes an automatic 
settlement of the Balance of Trade, and makes it necessary 
to plan here also. 

Before we embark on the task of seizing upon the 
character of the invisible items of the Balance of Pay- 
ments, we may glance at a statement illustrating the 
situation of Great Britain; these will be of use in con- 
nection with the two following chapters. 
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TABLE ILLUSTRATING THE BRITISH BALANCE OF 
TRADE AND PAYMENTS. 
1913 1925 1928 


Z, millions. 

Excess of imports of merchandise and bullion 

(i.e. the balance against Great Britain on the 

Balance of Trade) . . . . . . . . 358 384 358 
Net Shipping Income. .. - os. . 92 124 130 
Net income from overseas investments . be 210 250 270 
Net receipts from short interest and commissions 

(financial services) . . . . . . . «25 60 65 
Net receipts from other sources... cs ge ~~ £6 15 15 
Excess a Government receipts from overseas. . — — 15 


Total 339 449 495 


Total credit balance (available for long- and short- 
term foreign lending ; see Chapter VIII.). . 181 54-137 


(For simplicity an item of {£11,000,000, excess of Government 


payments overseas 1n 1925, does not figure in the above; this is a debit 
item.) 


(4,660) 65 5 


CHAPTER VII 


THE BALANCE OF PAYMENTS 


1. Invisible Items 


A casuat glance at the British Balance of Trade might 
give a patriotic Briton a shock ; it would almost cer- 
tainly send a patriotic Nazi or Fascist mad. The Balance 
of Trade is usually regarded as including only visible 
imports and exports; that is, it is an account of the 
values of the commodities (raw materials, food, manu- 
factured goods) imported and exported respectively. 
Commodities are visible, they can be checked up if you 
visit the docks and warchouses at the great ports at 
which they are loaded and unloaded. Invoices, bills of 
lading, and similar documents testify to values given 
and received in terms of the tangible products of human 
industry ; and if an import of wheat or cotton reminds 
us of Canadian prairies and the sturdy men who cultivate 
them, or negroes on cotton plantations in the American 
south, if imported iron-ore brings to mind Spaniards 
working the resources in the Spanish north, American 
machine tools call up pictures of a right-up-to-the- 
minute American factory with its hundreds of workers 
efficiently hustling under scientific management. 


Britain’s Balance of Trade shows a large negative 
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balance ; that is to say, we import a greater value of 
commodities than we export. Our exports of manu- 
factures and coal do not balance the value of the raw 
materials, foodstuffs, and manufactures that we import. 
We know very well that foreigners are not giving us 
something for nothing—we learnt so much in the last 
chapter. How then do we settle our account with the 
outside world 2 What do we give in retum ; or, in 
other words, how do we make good the Balance of Trade 
against us? We import more in value than we export 
in value, if commodities or the visible Balance of Trade 
alone is considered. That leaves us with a debt owing 
to the rest of the world. How do we pay that debt, if 
not in commodities 2 How else can we pay it? That 
is the problem we have now to solve. 

The answer falls into two parts, of which one part is 
so important that it will require a whole chapter to itself. 
Let us begin with the first part of the answer. 

There are invisible items of exchange between countries 
as well as visible. When we take note of the former the 
Balance of Trade changes its name and becomes the 
Balance of Payments. So that Balance of Trade refers 
to an account of visible (commodity) imports and 
exports, while the Balance of Payments refers to both 
visible and invisible items. The mention of invisible 
seems to be taking us into the regions of the supernatural ; 
ghosts and suchlike spring into our minds. Now surely 
commerce and business have no truck with these 
oddities 2 Indeed they haven’t. A moment’s thought 
will help us to see that international trade entails other 
expenditure than that on tangible commodities. Think 
of shipping, seamen, dockers, transport workers. There 


are no magic carpets, such as figure in the Tales of the 
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Arabian Nights, to carry goods from farm, mine, or 
factory in a country to its foreign customers! Pro- 
duction can be described as moving atoms from places 
where you don’t want them into places where you do ; 
and this description will cover transport and its associated 
activities, such as finance and insurance. For cotton and 
wheat are no use to the Englishman while they remain 
in South Carolina or Minnesota; they need to be in 
Lancashire cotton spinning and weaving mills and at 
the local baker’s. To get there they have to be sent by 
rail from plantation and farm, loaded and unloaded, 
shipped, loaded and unloaded, sent by rail again 
and perhaps, too, by lorry. The transport companies 
and workers have to live; they have to be paid; and 
freight expenscs grow with distance and loading and 
reloading. Payment of transport expenses is then the 
first item we notice among invisible imports and exports. 
Britain is one of the world’s largest shipowners. Her 
tramps and other ships fetch and carry for other countries 
as well as for her own people. These services rendered 
to outsiders have to be paid for ; British shipowners and 
seamen don’t work for nothing. Some part of the com- 
modities imported into this country, then, represent 
payment for these services rendered to foreign countries ; 
so that we should expect more commodities to be 
imported than are exported. And so it is. 

The invisible items are in Great Britain’s favour ; 
that is, the various kinds of services rendered by us to 
foreigners exceed in value by some millions the values 
of the corresponding services rendered to us by foreigners. 
If we are down on the visible Balance of Trade we are 
up on the invisible Balance of Payments; so that 


things find their level in the final reckoning. We pay 
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our debt owing on the commodity Balance of Trade 
by the credit balance that stands to us on the Balance of 
Payments, regarded for the moment as including only 
invisible items. 

We not only render foreigners an immense value in 
shipping services, but also great financial services. 
London is still a world financial centre, despite the 
spread of economic nationalism and the emergence of 
rival centres in New York and Paris. Insurance facilities, 
facilitics for credits and loans and for payment of inter- 
national trade transactions—these are placed by the City 
at the disposal of all for a consideration, and the foreigner 
makes much use of them. 

If we make a short list of invisible items, we see that 
second place is taken by the net earnings of the British 
shipping industry. They were put by the Board of 
Trade at {130,000,000 in 1928-29, and at £/105,000,000 
for 1930, a year of lower freight rates. Third place is 
taken by the net profits of British financial and insurance 
services ; these include interest on short-term loans lent 
to the outside world, profits of bill-discounting and of 
insurance, and of banking services rendered to foreigners 
and the empire. They are estimated to nave amounted 
to £65,000,000 in 1928-29. 

The first place among the invisibles is occupied by the 
income received for long-term financial services rendered 
to the outside world. In other words, it consists of 
interest and profits received for long-term lending of 
British capital to foreigners and the empire. The 
estimates for this very large item are conflicting ; we 
may take Sir R. Kindersley’s figures (Economic Journal, 
December 1937). He puts the total income from over- 


seas investments at {171,600,000 in 1935 and at 
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£,184,000,000 for 1936. A reference to the table given 
at the end of Chapter VI. will help in an understanding 
of these figures. 

The last item, which will concern us at length in the 
next chapter, and which is of such vital importance in 
the economic life of Britain, comes, then, from lending 
huge blocks of savings abroad ; these, too, amount to 
services rendered, and the payment for them is termed 
interest and profit on investments. These are property 
incomes that flow into the pockets of moneyed people 
who have somehow got hold of spare cash that they do 
not require for current living, but can put by and lend 
in return for interest or dividends. These people may 
be called rentiers—that is, they are passive, coupon- 
clipping capitalists; people who stay at home and 
regularly each quarter or half-year clip off the coupons 
entitling them to payment of interest and pay them 
into their banks. Contrasted with them are the active 
capitalists—managing directors and directors; people 
who take an active part in industry and trade, as well as 
lend their capital; men who take the major decisions 
that guide and control business activity, men who help 
to make money for other people—rentiers and workers 
—while at the same time making a bit for themselves. 

We have left aside the import and export of bullion, 
which may be regarded as falling into the visible Balance 
of Trade. Bullion of course refers to gold and silver, 
and it is legitimate to think of them as commodities. 
They may constitute a notable sum in the Balance of 
Trade, or they may not. In any case, their discussion 
raises many issues that would take us from our present 
subject. 

Again we have not referred to tourism, though it may 
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be mentioned in conclusion as affording a further illus- 
tration of the nature of international trade. People even 
though they go in for national self-sufficiency often 
prefer to travel abroad if they can afford it and are 
permitted by their governments to do so. So Americans 
come to this country in thousands, and Britons travel 
to the Continent. A foreigner can’t live on air while 
he is staying here. He needs hotel accommodation, the 
services of railways, taximen, cinemas, restaurants. 
These services have to be paid for in British money. 
How is this managed if the foreigner doesn’t perform a 
spot of work while he is staying with us? If we reckon 
the values reccived by foreigners in the ways just men- 
tioned, and deduct the values received for similar ser- 
vices rendered to our countrymen while they are travel- 
ling abroad, we get, say, a net balance owing to this 
country by forcign tourists. This debt is finally settled 
by certain amounts of raw materials or food that we 
import from the foreigners’ countries. There are thus 
strange bedfcllows in this matter of international pay- 
ments. An American’s hotel bill here may finally be 
paid by imports of American wheat or machinery. 
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CHAPTER VIII 
THE BALANCE OF PAYMENTS 
2. International Investment 


THE problems to be dealt with in the present chapter, 
which aims at completing our study of the invisible items 
figuring in the Balance of Payments, are two : first, we 
have to mention an item hitherto omitted, and secondly, 
to show not only the significance of that item for the 
economic life of Great Britain, a task that will occupy 
most of the chapter, but also to say a little more con- 
cerning the reasons for overseas investment. 

The item we omitted from the Balance of Payments 
was the export of capital (spare cash). For a long period 
the British Balance of Payments showed a credit balance 
each year ; that is, the outside world ended the year by 
owing us several millions of pounds sterling, for which 
nothing had been sent to us in return. In 1913, for 
instance, the credit balance, as we sce from the table at 
the end of Chapter VI, was £181,000,000. This, as 
just pointed out, went on for a long period. So the 
amount owing to Britain grew with each succeeding 
year. Now this was perfectly in order. For during this 
time we were exporting capital to the outside world, 
with the result that British people owned enormous 
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blocks of investments representing capital and property 
abroad (see below). When a country is exporting 
capital its Balance of Payments will show a credit balance 
in its favour; for this is whence it obtains the where- 
withal to invest abroad. The Balance of Payments will 
not balance in the sense that debits and credits are equal, 
unless indeed we place on the debit side the item : “ Capi- 
tal borrowed this year by foreign and empire countries 
from Great Britain’’; then we get a true balance as 
follows : 


‘ Capital borrowed from us in 1913, £181,000,000.”” 
“Credit balance in the Balance of Payments, 1913, 
£,181,000,000.”” 


Although in practice some of this capital may be bor- 
rowed only for a short time, it is with long-term borrow- 
ing that we are concerned in this chapter, so we will not 
say more about short-term loans, important though they 
may be in certain circumstances. 

Later we shall see how important it is that Great 
Britain’s forcign and imperial investments should not 
undergo a contraction ; rather that they should remain 
at, say, the 1914 level, or even increase. Meanwhile, we 
may notice that when a foreign country repays the loan 
that it has taken up in Great Britain, the Balance of 
Payments for that year will include an item like the 
following : “ Capital repaid by foreign borrowers this 
year, {... This again will make for a credit in our 
favour in the Balance of Payments. 

Now the point is that our great dependence on foreign 
raw materials and food makes it vitally necessary for us 
to have a large value of invisible items in our favour 
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each year to counterbalance the large value of the 
Balance of Trade (that is, the visible items) against us. 
To achieve this we must maintain our overseas invest- 
ments, so that we can continue each year to draw a 
large income from them. Repayments of capital already 
lent abroad must be lent out again to foreigners, not kept 
at home. Indeed, each year we want a credit item in the 
Balance of Payments in our favour representing if 
possible a slight increase in our overseas investments. 
Credit balances representing net repayments of our 
overseas loans we do not want; credit balances repre- 
senting new overseas investments we do want. 

The subject occupying us permits of a variety of 
approaches. We could begin with the general question : 
Why go in for overseas investments at all 2. Why should 
not people with savings invest them all at home 2 Why 
send them abroad, where the risks to which they are 
exposed are obviously greater? A bird in the hand is 
worth two in the bush, and capital at home would seem 
to be more secure than that invested abroad. Or we 
might take the case of Great Britain, whose inhabitants, 
or a privileged section of them, own £3,788 million of 
capital invested abroad, in the empire and foreign 
countries. What have been and are the consequences for 
the people of Britain of these enormous overseas invest- 
ments 2 Or we may combine the two approaches just 
indicated, which we shall do in what follows. 

Not much time need be spent over the first question : 
Why do people, when their governments permit them, 
embark on foreign investment ? show themselves ready 
to trust their savings to foreigners? The answer in a 
business world is that they thus hope to earn a larger 
return on their capital than if it were invested at home. 
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Unless a higher return were both hoped for, and, in a 
large number of instances, actually obtained, we may 
depend upon it that people would not lend their money 
to foreign governments, foreign city governments, 
foreign railroad companies, foreign electricity and water 
undertakings, foreign businesses (for the purpose of 
building factories, shops, or cinemas). The lure that 
causes the bird to migrate abroad—capital to flow into 
foreign investments—rather than stay in the hand, is 
simply and solely the greater profit that can be secured 
as compared with lending one’s money at home. 

It will be best to take the case of Great Britain in our 
attempt to untie the complexities of international invest- 
ment. 

We had better dispose of a likely question in the first 
place. Great Britain in 1914 was the world’s largest 
foreign investor ; she had more capital invested abroad 
than any other nation. Why had Great Britain won in 
the race of foreign investment ? The answer can easily 
be guessed in the light of what was said earlier about 
Great Britain’s being first in the field in machinofacture, 
and consequently enjoying for a long time the position 
of the world’s workshop. This means that not only 
were British investors able to pile up large fortunes 
before the business class in other countries, but also that 
British industry was fully equipped with machinery, 
buildings, and working capital before the industries of 
other countries. Yet Great Britain’s investors went on 
saving and saving ; they didn’t stop when home industries 
were equipped, rather they accelerated their rate of saving 
with the increase in the total amount of capital invested. 
It seems not unlikely that two causes, sometimes operat- 
ing together, sometimes in succession, impelled capital- 
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ists to decide to lend their money to foreign and colonial 
borrowers. These deserve each a separate word. 

For one thing, the more capital invested at home, the 
larger the number of existing factories, coal mines, 
railways, steel works, and so on at home, the more 
likely is the rate of profit that can be earned on capital 
invested at home to fall. When industry approaches 
saturation point so far as capital is concerned, business 
men offer and can only offer smaller returns—profit, 
interest—to those from whom they borrow money with 
which to buy factories, machinery, etc. This reflects 
the brazen fact that if you want to sell more of a thing, 
a great deal of which is already being produced, you 
must lower the price at which you will sell. In some cases 
you can’t sell any more at any price. But ignoring special 
cases of this kind it is clear that the business man wishing 
to sell more must reduce his price. Now if he gets less 
for the commodities he produces in his factory, he 
cannot afford to pay so much to the people who help 
him to produce those commodities. Both the workers 
who toil, and the capitalists who lend money in order 
that the factory can be built and equipped, will have to 
take less wages and interest respectively. The capitalist 
with money to lend may prefer not to lend it at this lower 
rate of interest : he would prefer a higher rate. And he 
can get it by lending his money to overseas borrowers 
instead of to his fellow-countrymen. Here then we have 
one good reason why capitalists begin to look abroad for 
openings for their spare cash : it pays to do so. 

Turning to our second reason, we find this equally 
readily. New countries are growing up in other parts of 
the world. They will need railways, towns with all 


their complicated requirements—electricity, water, trans- 
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that capital—spare cash—is needed in abundance ; people 

must put their money into them if they are to ‘be con- 
structed. But remember the country is new. The 
pioneers may consist mainly of farmers going in for wheat 
growing, stock raising, fruit growing ; they themselves 
have few savings to begin with, and those few they 
need in order to build farmhouses, buy farm machinery 
and farm stock. Consequently the home population of 
the new countries have to look to foreign sources of 
supply if they are to construct the new towns which 
are indispensable to the country’s progress. To induce 
foreigners with spare cash to lend it, they can and do 
offer high interest, partly to offset the riskiness of ventur- 
ing one’s capital abroad, partly because the new agri- 
culture or mining is extremely profitable. Here then is 
the second cause for which we are looking—the higher 
return offered to investors by new countries with no 
end of possible progress lying ahead. 

Faced by the prospect of a falling rate of profit at 
home and that of a higher rate of profit abroad, self- 
confident British capitalists, living in the progressive 
Victorian Age, did not hesitate to take the plunge. To 
adventure onc ’s capital overseas was to win for oneself 
and for one’s country new spheres of profit and power ; 
and the successor of the Elizabethan buccaneers, seafarers, 
and merchants, given to homekeeping though he was, 
determined at least that his savings should see the world. 

We already know the present position. Gradually 
through decades British investors sent their spare cash 
abroad—to the empire and to foreign countries; the 
total rose ever higher, finally becoming the Everest of 
capital invested abroad by the peoples. Men go on 

77 


NATIONAL SELF-SUFFICIENCY 


pursuing their own immediate selfish ends; they even 
manage to persuade themselves that they are doing their 
country and their countrymen a good turn by going in 
for these huge forcign investments. But before taking 
them at their word, we will look into the details a bit 
for ourselves. In doing this we shall rediscover the 
Balance of Payments, which has been out of sight—not, 
we hope, out of mind—for a few pages. 

Year by year the money flowed abroad, now faster, 
now more slowly. Year by year, too, something flowed 
back in return, namely, the interest and profit on the 
capital invested overseas. Thus it has been estimated 
(by Mr. Jenks) that British overseas investments amounted 
to £1,200,000,000 in 1875. By 1907, according to Sir 
George Paish, the amount had grown to £3,000,000,000, 
and by 1914 to £/4,000,000,000 ; the sum has been put 
at {£/2,000,000,000 at the turn of the century, that is, for 
1900. In 1913 the annual income from these invest- 
ments was at least £200,000,000, of which the greater 
part was saved and invested abroad or at home. 

While we are dealing with figures, it may be useful 
to consider very briefly the distribution of British 
overseas investments. Of the 1914 total nearly half is 
thought to have been invested within the empire—over 
£,500,000,000 in Canada, over £/400,000,000 in Australia 
and New Zealand, nearly (380,000,000 in India and 
Ceylon, and about £370,000,000 in South Africa. Of 
the remainder over £'750,000,000 were in the United 
States, and again over £750,000,000 in Latin America. 
Over {300,000,000 were in the Argentine, {150,000,000 
in Brazil, £110,000,000 in Russia, almost £100,000,000 
in Mexico. While over half the total was invested in the 
Americas, only £219,000,000 were invested in Europe. 
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Now this ever-growing bulk of British overseas 
investments meant that Great Britain was for long 
exporting far more commodities and services and 
capital than she imported; although no longer the 
workshop of the world, the Britain of 1913 was still 
exporting so much that her investors could go on 
investing huge sums abroad ; thus for the years 1910-13 
they are said to have invested an average of £/185,000,000 
a year overseas. By this time the entire nation had 
adapted its ways of life to this kind of thing, and the 
adaptation had gone further than some had hoped, 
owing to the adoption of all-sided free trade by the 
country from about the middle of the nineteenth century. 
These consequences that had come about, if not imper- 
ceptibly, certainly not owing to deliberate national 
policy (for the nation was at that time merely a group 
of self-seeking atoms dominated by greed, profit- 
making, and a shallow enough optimism), deserve careful 
study. One generation gocs in for life in accordance 
with its poor lights, and its successors reap the golden 
harvest—or the leaden. 

What was the scheme of life to which Great Britain 
had become adapted by 1913, and indeed some decades 
before 2 She depended on the outside world for an 
increasing amount of her food—two-thirds, more or less. 
To obtain this, together with many kinds of raw materials 
needed by her industries, she had to export an equal 
value of manufactured goods. That amount she must 
export if her people were to be fed, and if existing 
standards of food consumption were to be maintained. 
But that is not all. Throughout this entire period she 
was, as we have seen, exporting more and more of her 
savings abroad, and this again meant that she must export 
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enormous quantities of manufactures as well as coal. 
For only in this way could foreign borrowers of British 
capital obtain their loans—in the form of real goods : 
railway equipment, machinery, constructional goods. 
Mere paper savings—savings in the form of cheques— 
are no use except in so far as they lead to the purchase of 
the real things that the borrowers really want. 

After the Great War this situation underwent a radical 
change. So long as Britain could go on exporting capital 
a large margin in her Balance of Payments existed, which 
could be drawn on in time of necessity. The crucial 
event of the immediate post-war years was the decline 
of this margin. The subject is too technical to be dealt 
with at all fully here, and the mere dogmatic statement 
must suffice that our net credit balance in respect of the 
Balance of Payments has declined. 

That net credit balance represents the sum available 
for long-term or short-term lending abroad ; and since 
our entire economy had become adjusted to precisely 
such a net credit balance permitting of continuing foreign 
lending, any deterioration in this would undoubtedly 
have far-reaching repercussions on the national life. 
Now the behaviour of the margin in recent years, as we 
have suggested, has been unsatisfactory, in that, as com- 
pared with pre-war years, it represents a marked fall in 
the amount of new foreign investment being undertaken. 
Indeed in 1935 and 1936 we may be said to have been 
disinvesting, so far as overseas loans are concerned, to 
the extent of £30,000,000 in the former and £/46,000,000 
in the latter year. This may be compared with the 
net credit balance: in 1913, £181,000,000; in 1925, 
£54,000,000 ; in 1927, £114,000,000. 

This drastic change may be traced partly to the decline 
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in our export trade in commodities, partly to a decline 
in income from overseas investments, partly to repay- 
ment of loans by colonial and foreign borrowers. It 
should be added that in interpreting the statistics we 
have to bear in mind that it is not simply a question of 
the money values of imports and exports, but also of their 
physical quantities or volume. The point of the change 
is, that the British Balance of Payments reveals a less 
margin of safety in connection with the problem of food 
imports, raw material imports, and the maintenance of 
the standards of living to which the British have become 
accustomed. 

It may be that Britain will be able to recover her 
position as a great exporter of capital ; though that will 
scarcely be easy in so intensely nationalistic and im- 
perialistic a world as the post-war world. But let us, 
without becoming unduly pessimistic, look into the 
problems raised by the British Balance of Payments in 
this anxious present-day world. 

A large part of British industry is directed to supplying 
overseas customers—that is basic. These exports of manu- 
factures and coal, together with shipping and financial 
services, enable Britain to import the raw materials and 
food which she herself cannot produce. Britain, in other 
words, could not go on importing and exporting unless 
foreigners and people living within the empire were 
ready to go on buying. And if one day this amount of 
buying should show a marked fall, Britain would find 
herself in grave difficulties, manifesting themselves in 
mass unemployment, destitution, and low standards of 
food consumption. The serious nature of the problem 
was illustrated as by experiment in the unemployment 


and poverty that were so prevalent in the country in 
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general and in the depressed areas in particular from 1922 
onwards. The problems that emerged during this time 
—and they became acute in the slump of 1930-32—are 
a small-scale sample of what might occur on a large scale 
some day. If the outside world should come to buy less 
from us than ever, we can be sure that mass unemploy- 
ment would be decidedly worse than anything we have 
hitherto experienced. It would need all the efforts of 
high statesmanship to deal with such a grave social 
and economic problem. In a sense this sensitiveness of 
British economic life to world environment is a good 
measure of the degree to which our fortunes are bound 
up with a continuance of no inconsiderable sum of 
international trade and capital exports. 

It seems little likely that we shall ever again sell so 
much abroad—in volume—as in 1913 ; that is, for any 
length of time, year after year. This is connected with 
the colossal changes, themselves but the inevitable out- 
come of events that were already taking place before 
1913, that have come over the world since 1919. These 
events can be briefly referred to as national self-suffi- 
ciency. Many nations have definitely adopted a policy 
of economic self-sufficiency—of living so far as possible 
at home. The international commerce of the post-war 
period is shrinking to an indispensable minimum, com- 
plete national self-sufficiency being impossible. Yet 
Great Britain had attuned her industrial system to a 
continuance into the future of the great international 
commerce of those glamorous years, when people felt 
that life was progressive and worth living. Thus Great 
Britain is vitally affected by the changes in the world 
situation, a situation which she may do a little to offset, 
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trade within the empire) and capital export, but which 
may lead to the most far-reaching transformations in the 
national life as the years pass. 

We may close this lengthy chapter by insisting once 
again on the unforeseeability of the consequences of 
present actions, particularly when they are on a world 
scale, as were those of our ancestors who lent their 
spare cash in such large amounts to overseas borrowers. 
Under the stimulus of these loans our population grew 
and grew, and we became more and more dependent on 
foreign sources of food supply. Now things may be 
changing. The nations of the world appear to be bottling 
themsclves up by the adoption of policies of national 
self-sufficiency and a minimum of external commerce, 
limited to the procuring of necessary raw materials and 
food. The industrial and commercial life of Great 
Britain more than that of any other great nation is adapted 
to a different scheme—to widespread and expanding 
international trade and investment. Instead of expanding, 
that commerce has recently been shrinking, as measured 
in volume ; and it is difficult to see how this contraction 
can be stopped or reversed, at least in the immediate 
future. Hence the nation stands before a future that 
may well bring immense changes, and will require high 
powers of adaptation and adjustment. The precise 
nature of those changes it is futile to guess. If we are 
cager to guess, if we are prone to let ourselves go in 
prophecy, we shall do well to take warning from the past. 
An Englishman trying to look into the future in 1870 
might have forecast universal free trade and universal 
peace by 1940. We who have witnessed the reality can 
but smile. 


83 


CHAPTER IX 
UNIVERSAL FREE TRADE 


Free TRADE as a practice is mid-Victorian and late 
Victorian ; as a gospel it begins in the eightcenth cen- 
tury; as exhortation it runs from Adam Smith (1776) to 
his belated successors in George the Sixth’s England. We 
will begin with free trade as a gospel. Disappointment 
breeds Utopias; so of their making there is no end. 
Already in the eighteenth century shrewd thinkers were 
reacting against the conditions that prevailed in regard 
to industry and trade by putting forward the idea of 
freeing them from the obstructions that prevented enter- 
prising business men from carrying on their business as 
they wished. They were profoundly distressed by the 
legal obstacles that were placed in the way of energetic 
business men by both central and local government. 
These legal enactments stated who might produce, and 
where he might produce ; the types and qualities of the 
product were often controlled ; only workers who had 
served an apprenticeship might be employed, while the 
wages to be paid were officially regulated. This restric- 
tion did not apply in all cases, but it applied on a 
sufficient scale to impede the development of production 
and the growth of wealth. At least so these contem- 
porary thinkers judged. They were disappointed; they 
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advocated free trade, both within the nation and between 
nations ; and from that they went on to fashion a free 
trade Utopia. 

The idea was that a liberation of industry and trade 
from official fetters would lead to a great increase in the 
national wealth and income by enabling business men 
to go ahead with their plans, to make full use of their 
opportunities, self-reliant, self-confident, unharassed by 
bureaucrats. And as later events showed, the idea had 
justification in fact ; the abolition of the larger part of 
the impediments did lead to an unheard-of expansion 
of production and wealth, with an all-round improve- 
iment in standards of living. Enterprising business men 
could now embark on whatever line of activity they 
wished ; the types and qualities of commodities were 
no longer controlled ; wages were no longer regulated ; 
the rules governing apprenticeship underwent great 
changes. The result was seen in the new industrial 
areas in Britain for instance—Lancashire, Yorkshirc, 
southern Scotland, the Midlands; industry moved 
northwards, so breaking the centuries-old tradition of 
concentration in the southern half of England. As 
we have already seen, Great Britain was first in the 
field with the new industry that emerged in the 
eighteenth and nineteenth centuries. She soon became 
the world’s workshop, a position that she held until 
the last quarter of the nineteenth century. By then 
she had built up an enormous export trade in machino- 
factured articles, including cotton goods in the first 
place, and thanks to her early start she was able to out- 
distance possible rivals for a share of the world’s markets 
quite easily. Nevertheless, other countries, taking note 
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industry, came to desire to build up industries of their 
own, which would make them independent of Britain, 
and at the same time enable them to compete with her 
on the world market. In this they were gradually 
successful, though not perhaps until after the Great War 
of 1914-18 was this fully realized. In short, Britain’s 
monopoly of the world market had by then come to 
an end: her foreign trade was still large, but relatively 
less so than in her heyday, when she could justly claim 
to be the world’s workshop. 

All this needs to be realized if we are to appreciate 
that the preaching of free trade had a relative importance 
and justification—from the British viewpoint anyhow. 
And it must be remembered that both gospel and 
preachers were mainly, if not quite all, British. For 
them the gospel paid—in rising wealth, in prosperity. 
The freeing of industry and trade from their fetters was 
proved to be the seemingly right policy by the least 
questionable of teachers, namely, experience. 

It should be added here that the teaching of the gospel 
in most other countries was limited to what we may c 
the home front. Fetters on industry and trade at home 
were to be removed. But protection, tariffs, govern- 
ment control should continue in the field of foreign 
trade. 

Let us return to the British position. Adam Smith 
did not stop with advocating free trade as a policy 
particularly suited to the Britain of his time ; he went 
on to make a Utopia out of free trade. That is why 
German critics and thinkers, never able to emancipate 
themselves from the idea of the overriding state, dubbed 
his doctrine Smithianismus, Individualismus. We will 
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of that section of eighteenth-century Enlightenment 
(there were other sections) whose major notion con- 
templated a Natural Order of political and economic 
life. 

Adam Smith lived in a society very different from our 
own. For one thing the number of people was much 
smaller. And agriculture and industry were fairly well 
balanced: Britain could support her population from 
her own soil. Again, industry was small scale—ranging 
from the master craftsman employing one or two or more 
journeymen, with a corresponding number of appren- 
tices, through the putting-out system, to small factories, 
employing perhaps a few score. The putting-out 
system may be shortly described as consisting of families 
working in their cottages at spinning or weaving or 
finishing. The raw materials were provided in many, 
not all, cases by the putter-out, that is, by a merchant 
capitalist or his agent, who hired the workers to do the 
work at piece-work rates, he himself being responsible 
for the purchase of the raw material and the sale of the 
finished product. In some cases the cottage-worker, 
employing assistants, would himself purchase the raw 
material and sell the finished product on the wholesale 
market, thus eliminating the putter-out. Often, too, 
these cottage-workers would have a sideline in small- 
holding farming, which also acted as an insurance in 
respect of times of bad trade. Adam Smith’s world was 
a quiet little world, a world of old-fashioned villages, of 
small towns and ports, of horse-drawn. transport, cked 
out by canals and rivers. And above all a world where 
the individual business man, or one or two business men 
linked in a business partnership, ran agriculture and 
industry and trade and finance, including banking. The 
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outstanding exceptions were the great merchant com- 
panies trading overseas (e.g. the East India Company), 
the Bank of England, and perhaps some mining concerns. 
Let this be borne in mind ; it offers, as nothing else can, 
an explanation of the basic individualism of the Scottish 
thinker, the view that society is made up of individuals 
or individual families, each of whom should manage 
for himself or itself. Now for the free trade Utopia, 
which will be found set out in Adam Smith’s Wealth of 
Nations (1776). 

The Utopia can best be discussed in two stages : first, 
as involving relations between members of the same 
nation ; secondly, as involving relations between people 
belonging to different nations. 

Smith’s approach to the former relations is indicated 
in his remark that we do not trust to the public spirit 
of the butcher and the baker to supply us with beef and 
bread, but to their self-interest and the desire to get a 
living by purchase and sale. His view was that individuals 
should be free to take up whatever business activity or 
occupation they wished or had the necessary capital for. 
Freedom of enterprise and occupation were the means 
to the end of national prosperity. For if people werc 
thus free to do as they thought best, it was urged that 
they would be led by self-interest to devote their best 
energies to the getting of a living or an income, having 
nothing else to rely on, if they were able-bodied, than 
their own efforts or capital or land. Make people de- 
pendent on their own energies for a livelihood, leavin 
them free in their business activities, and the result will 
be beneficial to the whole community—so ran the argu- 
ment. So we are to think of society as consisting of a 


multitude of individuals, moved by self- and family- 
88 


UNIVERSAL FREE TRADE 


interest, bent on securing as large an income as possible 
by their own exertions or property, whether as business 
men, investors, or workers. This hive of industry would 
be based on the division and co-operation of labour 
between different industries and different occupations. 
Smith’s discussion of division of labour was a master- 
piece ; the point was that by specializing certain people 
to jobs and certain industries to certain products, greater 
cfliciency and so greater wealth would result. 

Smith was not unaware that men prefer, if they can 
manage it, something for nothing. They are ready, for 
instance, to enter into combination with others with a 
view to securing surplus gains by rigging the market— 
that is, by price or output control of their commodity. 
How can this be avoided? Keep businesses small ; Ict 
every industry be made up of a large number of com- 
peting businesses; then competition for the buyer’s 
custom and for the means of production will prevent 
any individual firm from obtaining an undue advantage. 
No one will be able to rig the market ; rigorous com- 
petition will soon eliminate any monopoly-minded 
business man or other individual. 

This significs too that the consumer—and in Adam 
Smith’s Utopia the consumer is sovercign—will obtain 
satisfaction of his wants at the least cost; for com- 
petition will spur business men on to the adoption of 
any means to greater efficiency in production—new 
machinery, new processes—promising a temporary gain 
in excess of the average ; but as soon as the improved 
efliciency becomes general the temporary advantage 
secured by him who first introduces it vanishes—or 
rather it is now obtained by consumers in lower prices 
due to lower cost of production. All conspires in this 
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Utopia to benefit the standard of living of consumers ; 
they are the residuary legatees of all the fruits of industrial 
progress, and producers merely benefit in so far as they 
are consumers. There are no long-lived abnormal pro- 
ducers’ gains; there are, however, permanent and 
increasing consumers’ surpluscs from lower costs and 
prices. All told, then, the greatest satisfaction of con- 
sumers’ wants is achieved, and it looks as if the real 
purpose of the Utopia were the greatest happiness of 
consumers. 

An exactly similar argument is applied to the inter- 
national field. Just as a country is divided into counties, 
so we can regard the world as made up of nations. Some 
of them, as we already know, will be able to produce 
some commodities at lower costs than others (see 
Chapters II.-IV.), and they will, therefore, properly 
specialize in the production of those things for whose 
production they have the relatively greatest advantage. 
There is an international division and specialization of 
labour and production alongside intra-national. Again, 
this has to be envisaged from the standpoint of the 
sovereignty of consumers. For, thanks to international 
specialization, the consumer secures more satisfaction at 
lower prices. If nations had to live at home the consumer 
would be decidedly worse off. Let international special- 
ization and free international trade prevail, and the world’s 
consumers reap the benefit. And as at home, so between 
nations, competition keeps any country from obtaining 
excessive gains ; individuals living in different countries 
compete with each other on the free world market, to 
which all have access, unrestricted by governments or 
tariffs; and this prevents any rigging of the world 
market, with a view to abnormal sectional gain at the 
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expense of the body of consumers. The world, in short, 
is a consumers’ paradise. 

Such then, too briefly sketched, is the free trade Utopia 
conceived as embracing the whole world. Strange to 
say, this Utopia still finds advocates, despite the colossal 
changes that have occurred in the organization and 
structure of industry and trade since Adam Smith’s day. 

Notwithstanding its appeal the free trade Utopia found 
many critics, especially in countries other than Great 
Britain. We shall deal with some of the points they made 
in the next chapter. 

Reiterating, we found that the free trade Utopia urges 
that rivalry between all the different busincss men, 
workers, investors, landowners throughout the world— 
which is regarded as one grcat business enterprise, of 
which different nations, industries, businesses are the 
employees—will see to it that consumers are well and 
cheaply provided for. It will also sce to it that no 
unemployment comes about, whether of labour or of 
capital. For if men are thrown out of work they will 
be ready to work for lower wages, and so will soon be 
taken on again. Given an abundance of capital and 
willingness to work for whatever wages are yielded by 
the intensely competitive labour market, there is not the 
slightest reason why the free trade Utopia shouldn't be 
permanently prosperous and fully employed. 

Later chapters will show us clearly why it was a 
Utopia. It left out all the difficulties : Utopias usually do. 
Nationalism, political rivalries, wars of conquest ; mo- 
nopolies and large-scale production, growing up on the 
basis of the new machinofacturing techniques, which 
Smith did not live to see ; class antagonisms between the 


privileged and unprivileged; the passing of Great 
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Britain’s manufacturing and commercial monopoly— 
all these major trends and changes are left out. In 
Wonderland, Alice may give her imagination free play, 
but real life imposes tiresome, but unescapable, re- 
strictions. 
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SOME CRITICISMS OF UNIVERSAL FREE 
TRADE 


Tue free trade gospel, ardently preached and advocated 
though it was, soon found shrewd critics, who called 
the bluff of British business-men free traders. Among 
the critics, the American Hamilton and the German 
Friedrich List stand out. Common to both is the insight 
that, although free trade might be a most admirable policy 
for a country like Great Britain that had obtained the 
lead in industry and trade, it most certainly was not the 
policy for rival countries that wished to develop industries 
of their own. The drift of the main argument is simple 
enough. In a country that has stolen a march on its 
fellows cost of production is very low. This is because 
of the use of machinery and steam power, which increases 
productivity immensely as compared with the old hand 
methods of production. Now if other countries still 
make use of hand methods (manufacture in the literal 
sense, instead of machinofacture), and if further they 
allow free importation of commedities from all other 
countries—pursue free trade or a ncar free trade policy in 
fact—then the home producers will be undersold by the 
country that has established the new machinofacture. 
The home producers simply can’t put up a show against 


competition of this kind ; they will all be driven out of 
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business. This will cause great misery. Besides, if this 
happens, the country that has clung to the old methods 
of production will find itself reduced to playing the part 
of a producer of food and raw materials for its successful 
rival. Machinofacture will be carried on mainly in 
Great Britain, for example, and its products exported 
wholesale to other countries. Those other countries 
will buy machinofactured goods from Great Britain, 
and pay for them by exporting to her agricultural prod- 
uce and raw matcrials. Great Britain will be a land of 
towns and cities, of factorics and workshops. The other 
countries will be lands of villages, of fields, and farms. 
Great Britain will be an industrial country ; the others 
agricultural countries. Here is international division of 
labour or specialization with a vengeance. One or two 
nations become the world’s workshops ; the rest become 
its farms. 

We shall see abundantly hereafter that people living 
in different nations have intense feclings of nationality 
and patriotism. They desire both political and econoniic 
power. And this rests on a balanced economic system— 
so List urged in effect. Agriculture and industry must 
exist side by side in due proportion in the same country : 
there must be no such intense international division of 
labour and production as free trade envisages. Balance, 
measure, due degree—these, with the world as it is, are 
to be preferred to extremes. The commercial policy to 
be followed, if extremes are to be avoided and balance 
achieved, was not free trade, but protection. Prevent 
the cheaply producing country from exporting its prod- 
ucts by prohibitions or by tariffs so heavy that they 
amount to prohibition of importation. This will give 
home producers the opportunity of adopting the new 
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methods of machinofacture ; the infant industries will 
be protected during infancy, and will be enabled to grow 
to sturdy maturity. In this way agriculture and industry 
will continue to exist side by side within the nation ; 
there will be no one-sided development of one at the 
expense of the other. And the ambitious country that 
has stolen a march will be prevented from enriching 
itself while bringing about dislocation, in other countries 
as well as within itself, in the form of an unbalanced 
economy. 

It is enough to say that the logic of events led many 
countries to adopt just such a policy as that advocated 
so persuasively by List. Many countries, not all. As it 
was, with much of the world undeveloped and open to 
colonization, Great Britain (and later on, other countries) 
was able to go forward and develop her industry while 
neglecting agriculture; though in this Great Britain 
was easily unmatched, and indeed went far to getting rid 
of agriculture altogether. 

Already then we can see that though the free trade 
Utopia might look well on paper, it didn’t work out in 
practice. A further set of considerations, which became 
more and more in evidence with the development of 
large-scale industry, will show us that serious, indeed 
unsurmountable, obstacles opposed themselves to general 
free trade, with its unending rivalry and victory to the 
country that could produce most cheaply. Manchester- 
ism, the gospel of always buying in the cheapest market, 
may serve well enough for a petty trader ; it can never 
become the axiomatic policy of a great nation that 
must also look to other considerations, and in particular 
to the building up of its political strength, so that it may 
play an independent part in world affairs. 
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Later on (Chapter XV.) we shall have to sketch some 
of the outstanding characteristics of modern industrial 
organization. For the moment it must suffice to say that 
this is massive, complicated, and extremely sensitive to 
disturbances in trade. And we can assert immediately 
that one of the main reasons why nations wish to live 
at home in increasing measure is the desire to avoid the 
uncertainty and dislocation that are apt to be connected 
with much trading with other nations in the present-day 
world. Now, since such disturbance might in certain 
circumstances cause a lot of friction between two or 
more nations and, indeed, help to bring on wars, the 
desire to prevent war provides another and subsidiary 
reason for keeping to oneself. For by avoiding com- 
mercial relations nations so far lessen the number of 
occasions from which friction and tension might result. 
But let us attend rather to the primary reason now ; 
that, namely, concerned with the wish to escape un- 
certainty and disturbance bound up with free and easy 
international commerce. 

In the first place let us consider the case of two factories. 
Every one will agree that there are great differences 
between a small factory with two or three departments 
and a large factory with perhaps thirty or forty. The 
little factory employs only 36 workpeople, while the 
large employs 4,000. That makes a lot of difference 
when certain events take place. Suppose the big factory 
meets with a slump in orders and has to revise its plan 
of production permanently. A drop of one-half in the 
amount of work to be done means that 2,000 workers 
will be out of work, and that much valuable plant and 
equipment will be left to rust. So there will be many 
workpeople and their families with far lower incomes 
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than they had while at work ; in fact, with dole incomes 
instead of work incomes. This means that the workers 
and their dependents will have to go through a period 
of impoverishment, with its bad effects on their physical 
and mental health. No doubt they, or at least some of 
them, may obtain new jobs some day. Meantime, 
however, they are going through a thoroughly bad time. 
And not only they. The loss of business affects other 
people as well as the workers. In order that the big 
factory could be built and equipped with all the necessary 
machinery, people called investors have had to lend their 
savings to the business. These amount to hundreds of 
thousands of pounds. Half of the factory now stands 
idle, so that the savings which this represents are frozen, 
or tied up, in unusable plant. This involves an un- 
mistakable loss of capital, if the falling-off in sales is 
lasting. Nor is that all. People are not only likely to 
lose their savings or capital in this way, but they im- 
mediately lose a part of the interest or dividends that 
they expected to obtain for the service of lending their 
money to the factory. 

We have scen that half the factory’s workers become 
unemployed ; we have seen, too, that investors receive 
much less in interest than they bargained for. Here then 
is an important curtailment in the spending power at the 
disposal of these two groups—workers and investors. 
They receive less—doles instead of wages, lower instead 
of high interest—and consequently have less to spend. 
A moment's reflection will convince us that this drop 
in spending power must have a depressing influence on 
other industries that make the commodities the workers 
and investors have been used to buying, but which they 
can no longer buy at all, or anyway not in such large 
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amounts. In short, the setback in one factory is accom- 
panied by setbacks for other factories in other industries 
(say the boot and shoe and clothing industries) and for 
farmers (less eggs, less beef!). So, many people will 
suffer, not simply the workers and investors affected in 
the first instance. 

This is not quite the whole story cither. Investors 
meet with losses of capital, and of income, since the 
businesses in which they have invested enter on bad 
times. This is unlikely to encourage investors to go on 
lending savings to industry at low rates of interest. 
On the contrary !_ Because business is going backwards, 
because business is depressed, because less, far less, is 
likely to be sold, the risks connected with lending money 
to business are scaled up. Riskier lending means, in this 
case, more cautious lending, and more cautious lending 
means dearer lending—the rate of interest charged for 
lending goes up. What now? Since investors want a 
higher rate of interest if they are to lend, partly in order 
to secure them against the high risks associated with a 
decline in business activity, people who borrow— 
business men and others—begin to think twice or thrice 
before they do so. Why is this ? Because higher interest 
payments to investors mean that the prices of the com- 
moditics the business men are thinking of producing will 
be higher than if interest rates were lower. Now high 
prices mean smaller sales of commodities. And this is 
quite discouraging to business men, who, above all, desire 
large sales. We can’t blame them if under these circum- 
stances they decide to delay undertaking any new plans 
of production until interest rates have fallen to a lower 
level and until the general business situation is altogether 
more tempting. 
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So far we have been speaking of the big factory, and 


may have forgotten all about the small one. But a 
similar falling off in orders might equally have occurred 
in the case of the little factory with only 36 cmployees. 

Obviously the loss of employment, capital, and interest, 
while proportionately as great, would be much less 
absolutely in its case, only 18 unemployed instead of 2,000, 
and so in similar degree for the drop in dividends paid 
to investors. From this we can see that the disturbance 
and uncertainty connected with a decline in business in 
a small factory or industry represent a much _ less 
serious and far-reaching problem than the disturbance 
and loss connected with a like proportionate drop 
in business in a large factory or industry. Like a 
superficial wound the former will soon be healed ; like 
a profound wound the latter may stay to harass us until 
our dying day. 

Now we saw (Chapter IX.) that free trade works on 
the basis of competition between different producers 
living in different countries. But to-day the competing 
producers are no longer small-scale concerns, as in Adam 
Smith’s day ; on the contrary they are giant enterprises, 
often employing thousands of workers and immense 
sums of capital. So if intense international competition 
prevails, if prices are continually changing, if cut-throat 
competition is engaged in, business will be subjected to 
continual disturbance that must tend to have the evil 
effects that have been traced. And in Chapter XV. 
we shall consider other significant recent organiza- 
tional changes which make free trade an outmoded 
gospel. 

Many other factors making against free trade will 
likewise be dealt with later. The general case considered 
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above, however, already suffices to show its essentially 
transitory character : it is preposterous to suppose that 
because free trade suited nineteenth century British con- 
ditions, therefore it must suit twentieth century world 
conditions. 
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CHAPTER XI 


NATIONALISM, THE BALANCE OF POWER, 
AND NATIONAL WEALTH 


NATIONALISM is a modern form of religion—so we some- 
times hear. Because nations are increasingly laying stress 
on their independence, on their difference from other 
nations, and show a desire to possess a national industry 
and agriculture, making them independent of outside 
sources of supply—in short, because there is an un- 
mistakable drift in the direction of national self-sufficiency 
and national megalomania, we have to pay particular 
attention to the economic consequences of all this. For 
as compared with, say, the pre-1914 years, and still more 
with the nineteenth century, the new world situation, 
made up of self-sufficient nations with a minimum of 
international trading contacts, represents something fresh 
and portentous. It is not too much to suggest that the 
destiny of several generations is being determined by this 
intense nationalism of the present ; that it is the arbiter 
of war and peace and of social progress for years to come. 
Is this nationalism a good or an evil? Will it lead to 
impoverishment or to greater prosperity for the world’s 
peoples? Is it a factor making for security and advance, 
or for insecurity, war, and a putting back of the clock ? 
No inquiry into national self-sufficiency can ignore a 
discussion of these perplexing issues. 


The national state is not new. It began to assume im- 
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portance in Europe in the sixteenth century, with the 
rise and consolidation of national monarchies. At that 
time, and for long afterwards, the nation can from one 
viewpoint be regarded as the estate of the monarch, who 
is intent on making it as powerful and wealthy as possible. 
That was the purpose behind both the king’s home and 
his foreign policy. He and his advisers had in mind a 
prosperous people at home, united in peaceful pursuits— 
agriculture, manufacturing, trade,—patriotic, loyal ; while 
abroad they wished their country to be strong and power- 
ful, capable of preventing invasion by its armed forces, 
and perhaps capable too of acquiring new territory in the 
face of the rivalry of other equally self-sceking countries. 
The relationship of industry and trade and _ political 
power were particularly close. Growing industry, ex- 
panding foreign and colonial markets, the ownership of 
sources of valuable raw materials meant that the people 
generally were prosperous and so were able to pay high 
taxes without squealing. Now taxes furnished the king’s 
income, and without a large and assured state income it 
was not possible tc maintain army, navy, and civil service, 
which together afforded the direct means of national 
power and prestige. It is not surprising that the monarch 
and his officials paid special attention to the economic 
life of the country, and did what seemed to them needful 
to ensure prosperity to the farmers, the manufacturers, 
the traders, the artisans, and the agricultural workers. 
For by doing this they were at the same time taking the 
surest means of obtaining a large and secure national 
income, the basis of national power and security. 

If it be asked why the modern world has pursued 
unrelentingly national power and grandeur, the answer 


would seem to be that this is but the expression on a 
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large scale of the selfishness and egoism that are met with 
alike in ordinary everyday life and in backward tribal 
societies. In other words, we have to reckon with tribal 
and national egoism—cthnocentrism—in our study of 
human society. It is found that savage and, presumably, 
primitive societics are amazingly self-centred—ethno- 
centric as it is called. They are what would be styled 
now intensely nationalistic. They believe their tribe to 
be unequalled ; its members are finer men and women 
than are to be found anywhere else; they are more 
intelligent, more capable, stronger, more fearless, more 
progressive than any other tribe. Again, their customs, 
their way of life, their religious practices are obviously 
superior to those of others. Consequently, any sugges- 
tion that these things are not so, and especially any 
insult to the tribal pride, lashes the tribespeople into 
fury and a murderous frame of mind. Under these 
circumstances warfare and aggression easily breaks out. 
That will decide who is right. This tribal egocentrism— 
meaning that the tribe is the centre of the world !—is 
matched by the family selfishness of modern com- 
munitics. In this case the family and its members are the 
proper object of affection and aid, and one needn't 
bother about other families or outsiders : let them fend 
for themselves. This is the taproot of that individualism 
which was so much a feature of the early nineteenth 
century in Britain, and which has scarcely vanished even 
now. Contemporary nationalism is a sort of tribal or 
family egocentrism writ large ; and is about as rational. 
We must remember, however, that as a rule men are 
much more impulsive and emotional than rational ; it 
is not easy to see how this can be remedied. Even ex- 


perience does not seem to teach. 
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During the nineteenth century many great nations 
and empires came to the forefront in world affairs. 
They were and are bigger and more powerful than the 
rest, and so are referred to as Great Powers. Great 
Britain, the United States, France, Germany, Japan, Italy, 
U.S.S.R. are the most splendid of them. And just as the 
Great Powers of the eighteenth century pursued national 
power and new territory, so do their twentieth century 
successors. Nationalist egocentrism dominates thc 
modern mind as much as and perhaps more than it ruled 
the mind of primitive tribes. Under this system the 
Balance of Power comes to be a major consideration in 
national policy. This calls for careful attention. 

Suppose that the world has settled down to a period 
of peace. Each of the Great Powers will possess definite 
amounts of territory, including colonies ; each will have 
at its Command an army and navy of known size ; and 
similarly its position on the world market as importer 
and exporter can be regarded as stable, at least for the 
moment. The same applies to its internal position—the 
prosperity or otherwise of its agriculture, its industry, 
its trade. It is as though the Great Powers were about 
to begin playing games of draughts, say, with known 
handicaps. Clearly future moves will have to be closely 
watched, for they are decisive for national power and 
prestige. In real life the games of draughts are repre- 
sented by diplomacy, which has been described as 
an arrangement to enable you to try to steal a march 
on your rivals, or to prevent them from stealing a march 
on you. If your rivals steal a march on you that alters 
the Balance of Power against you ; that is, the Balance of 
Power as it stood when the period of peace began changes 


to your disadvantage. And if you succeed in stealing a 
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march on your rivals that moves the Balance of Power 
in your favour. What do these changes in the Balance 
of Power really come to? They mean that national 
power increases or diminishes relatively to the national 
power of rival states. National power is decisive in the 
case of a fresh war ; it is preferable to start a war with 
national power in your favour. So diplomacy has to be 
ever watchful that no diminution in the national power 
takes place : the diplomats are the accredited and official 
eyes of their country abroad. 

Let us look again at the ingredients of national power. 
They may conveniently be grouped as follows: (1) 
flourishing agriculture, industry, and trade at home ; 
(2) prosperous foreign trade ; (3) overseas investments ; 
(4) colonies (e.g. as sources of imported raw materials) ; 
(5) substantial government income from taxes ; (6) 
armed strength (army, navy, air force); (7) efficient 
organization for defence and attack. There are other 
items that might be noticed ; these are secondary in the 
sense that they flow from the presence of one or other 
of the elements noticed in the list. Thus a loyal and 
patriotic population is a great asset; and if the times 
are good and the people prospering they will nearly 
always be loyal and patriotic. Again, armed strength 
and efficient organization have to be fimanced: here 
then a large government income raised without difficulty 
in times of good trade is an absolute necessity. 

National power then is made up of the above-mentioned 
ingredients ; and if any of them deteriorate it will receive 
a setback. It will therefore be the constant endeavour of 
the government to see to it that any such falling off in 
national power is avoided ; and to this end the govern- 
ment’s policy at home and its diplomacy abroad will be 
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directed. For it is above all necessary to avoid the 
Balance of Power going against us; we cannot afford 
that. Our national power must always be sufficient to 
counterbalance and, if possible, more than counterbalance 
that of our possible enemies. 

It may perhaps be thought that a world that relies on 
the vagaries of the Balance of Power is a strange place. 
Perhaps it is. We are not concerned with that ; we have 
to take the world as it is. 

Among the ingredients of national power, it will be 
observed, are several economic items—numbers one to 
five, on page 105. Economic and political problems are 
thus very closely connected ; and it is quite useless to 
discuss practical problems as if they were exclusively the 
one or the other: they are both. We are reminded of 
the waltz-song ‘‘ Ever or Never.” Both orneither! So 
if we are discussing national self-sufficiency and its prac- 
tical consequences we have to plunge equally into eco- 
nomic and political questions. 

Some thinkers have thought that the political solutions 
that are reached or attempted are always dictated by 
underlying economic interests; and this leads to a 
materialistic interpretation of political happenings. Some 
illustrations will be given below. In my view this inter- 
pretation is too one-sided ; it must also be allowed that 
sometimes economic solutions are dictated by under- 
lying political necessities. Perhaps indeed there will 
always be room for debate about this question of causes 
and effects—which comes first, hen or egg ? 

In the period before democracy arose, when monarchs 
and their advisers ruled, there was a tendency to acquire 
new territory whenever the opportunity offered. But 


these acquisitions were often cases of the flag following 
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trade or the immigrant. For instance, the flag followed 
trade in the case of our Indian Empire, while it followed 
the immigrant in the case of the early British colonization 
of America. We can see the economic and _ political 
sides of life interacting in these instances. And the same 
would be found in other directions. It will not do to 
invoke the economic side as more important and primary 
in the case of the immigrants ; for they went to the 
Western continent for religious rather than for economic 
reasons. Yet there is no doubt of the fact that the 
economic motive is often primary in the sense of its 
coming into action before the political motive; the 
latter seizes upon all opportunities, and in particular on 
those given by the economic penetration of its nationals 
into promising regions of the world that can be absorbed 
casily. 

In the sixteenth, seventeenth, eighteenth, and nine- 
teenth centuries the world was gradually partitioned, 
that is, shared out among the Great Powers; in the 
process a great many small powers were Iecft in possession, 
for one reason or other, including strategic reasons and 
the protection of one or other of the small powers by a 
Great Power. By the end of the nineteenth century the 
colonization process had nearly reached its end, with 
China and the Near East as the important remaining 
possibilitics some day, though, to be sure, Japan had 
already made a beginning in its conquest of its vast 
neighbour. And with the process of colonization had 
gone on Europeanization, which means that European 
civilization was spreading all over the world : European 
ways of life, European industrialism, European politics 
were the accepted standard and were readily taken up by 


Asiatics, Africans, South Americans. 
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Under the Balance of Power system, which means that 
the Great Powers are balanced against each other accord- 
ing to their respective strengths, the existence of Have 
and Have-not powers (i.e. those with much, and those 
with little territory or empire respectively) must in- 
evitably make for instability. It is perfectly useless to 
suppose that the Have-nots are going to put up with 
their relatively inferior position for ever, and we may 
depend on it that they will exploit every chance of 
increasing their prosperity and building up strong armed 
forces capable of being employed in a war of conquest 
when diplomacy and the changing pattern of the Balance 
of Power system with its alliances and blocs shall have 
brought about a position that promises success. National 
selfishness will be exploited to make for a more powerful 
nation or empire, as the case may be. And this is all the 
more likely if, as we shall see, the acquisition of new 
territory and colonies is a source of added prosperity 
and power, and so of a lightening of the task of govern- 
ment in maintaining peace and order at home. It may 
then be taken as axiomatic that a Have-not power will 
seck to grow and to find a bigger place in the sun ; 
while fortunate Have powers, already in possession of 
much territory, will in turn do all that they can to pre- 
serve their relative superiority in the Balance of Power 
system. The resulting picture may not be pretty ; but 
realism insists that we open our eyes and see. 

By 1914 the Balance of Power had become very 
touchy, so carefully had it been contrived, now one party 
gaining a bit, now another. Nations had to be very 
careful how they stepped—or groped. The ballroom was 
crowded, and a moment’s inattention would cause a 


general disturbance. For a day comes soon or late when 
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the Balance of Power game brings war. Diplomacy no 
longer suffices to keep the peace ; nerves are on edge, 
statesmen become headstrong or lose their heads, and 
rivalries pass from the field of diplomatic moves to the 
field of battle. While there was still territory to be had 
on cheap terms by the Have-not powers diplomacy could 
function successfully ; when cheap territory was ncarly all 
absorbed war was always imminent. For the Have-nots 
were determined to have, either by fair means or by 
foul ; and the latter would mean aggression. We have 
had some clear illustrations of this during the last few 
years : Japanese aggression in China, Italian in Abyssinia. 
I suppose these can be regarded as cases of political 
aggression for the sake of both political prestige and 
economic gain—an interaction of the political and the 
economic once more. 

We shall have to look more closely at the so-called 
Colonial Question later. Meantime we might ask our- 
selves whether a Balance of Power world is likely to be 
a peaceful, prosperous, and progressive world. War 
now is horribly destructive both of life and wealth, it 
brutalizes, it turns people from peaceful progress to 
mutual terrorism and barbarism. And now more than 
ever before the Balance of Power system spells war 
and again war. No wonder people begin to fear for 
the future of civilization. 
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WHY DICTATORSHIPS, NATIONALISM, AND 
WAR CONTINUE: THE SOCIALIST CASE 


UNIVERSAL Free Trade in a world of Great Powers and a 
multitude of nation-states is impossible of attainment. 
To suppose that it is can only be described as Utopian— 
a clinging to the fantastic and the ideal. We have already 
glanced at some’ of the economic causes of the impossi- 
bility of gencral free trade, and our discussion in the last 
chapter provided us with an explanation of the political 
causes of the impossibility. Our purpose now is to show 
why the pursuit of national sclf-sufficiency in varying 
degrees has taken possession of the Great Powers in our 
own day, why they have converted this into a kind of 
mania, why they adhere to it with a fanaticism that 
would do credit to a saint. In the present chapter we 
shall deal with some of the more general causes at work, 
leaving much of the detail to later chapters. 

The answer to our problem is not quite straight- 
forward, because, as usual, real life is not straightforward. 
If we look out on the world we find the Great Powers 
falling into two main groups. The first of these is 
composed of powers such as Great Britain, the United 
States, France, which are not now secking to enlarge 
their possessions ; they will, we may however be sure, 
do everything possible to keep possession of those they 


already have. The second group of powers, consisting 
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of Germany, Italy, and Japan are land-hungry ; having 
few colonies, or not enough, they are aggressive and seek 
to obtain more. The two groups are sometimes referred 
to as the Haves and the Have-nots respectively. Now 
the reasons why these two groups pursue national or 
imperial self-sufficiency differ in some respects, because 
while the Haves are on the defensive, the Have-nots are 
ageressive. One would expect for reasons that will be 
clearer later that the latter would be rather more fanatical 
followers of national self-sufficiency than the former ; 
and this is in fact the case. 

Let us recall that the national state, whether inspired 
by princely, aristocratic, or mob nationalism, is always 
true to type—it is, that is to say, a unit in the gencral 
system of the Balance of Power (sce Chapter XI.), and 
it can no more escape adopting the policy that flows 
trom that system than the schoolboy can escape the code 
of conduct to which the membership of his school com- 
mits him. We have already seen that that policy is 
such as to compel statesmen to see to it that the nation 
does not lose prestige and power to the advantage of its 
possible enemies ; they must always be on the alert to 
prevent this. Nor is that all. If the nation’s population 
and ambitions are both growing, statesmen will thereby 
be urged to win greater prestige and power in the 
Balance of Power system ; not satisfied with staying 
where they are, they will endeavour to forge ahead, to 
acquire new territory, to expand. So it is not surprising 
that, as a rule, the Balance of Power system includes the 
two sorts of national state ; those, namely, which are 
ageressive and those that are on the defensive. 

Political purposes, then, may determine national 


policy. It is true that during some periods the political 
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motives are less urgent ; at others, however, they make 
up for their earlier quiet by becoming decidedly insistent. 
It is during a period of the latter kind that we are living 
to-day. Never were political tensions within the system 
of the Balance of Power more intense. 

We must consider an objection at this point. We 
have spoken of statesmen as being compelled to act accord- 
ing to the rules of the Balance of Power system. They 
cannot help themselves. Once you are within the 
system you must stay in to the very end. But the 
Balance of Power game, it may be said, is absurd. It 
leads to mutual destruction when war breaks out, as 
break out it must, late or soon. Why not find a less 
stupid and destructive game at which to play ? 

There is no general agreement about the answer to 
this question. Broadly speaking, the answers fall into 
two categories. One of these, which we may call the 
realistic answer, says that war and the Balance of Power 
system are likely to remain for a long time yet ; that they 
are woven into the pattern of Western civilization, and 
cannot be taken out without destroying the whole vast 
scheme. The other kind of answer, while agreeing that 
war is inevitable here and now, with our present ways of 
living, insists that if only those ways of living were 
replaced by more reasonable ways war would become 
an antiquarian custom, completely disappearing in the 
new order of life as a means of settling disputes and 
difficulties between the nations. Both of these very 
different answers to our question need careful con- 
sideration. We shall begin with the latter, or Socialist 
answer, reserving the detailed examination of the realistic 


answer to the next chapter. 
The first point made by Socialist thinkers is that 
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present-day society is a class society. By that they mean 
that there are privileged and unprivileged classes living 
alongside each other. The privileged classes live partly 
on incomes from property, partly on incomes from well- 
paid work, and they may be illustrated by such types as 
leisured people enjoying life on large inherited fortunes ; 
film. stars, managing directors of large businesses, 
higher civil servants, many medical men, clergymen, 
and lawyers. Contrasted with them, according to the 
Socialists, are the mass of the unprivileged—manual 
workers (skilled and unskilled), clerks, shop assistants, bus 
drivers and conductors, elementary school teachers, lower 
civil servants. It is vitally necessary, if we are to under- 
stand the Socialist case, to keep in mind this bifurcation 
of the community into privileged and unprivileged, 
linked together by the amorphous and philistine middle 
classes, who may be regarded as an appendage of the 
upper privileged groups. 

To be privileged means that one enjoys higher income 
and more economic and political power than the un- 
privileged. That implies a superior position in society, 
and people occupying these superior positions of course 
appreciate their good fortune and will not be easily 
persuaded to forgo one jot or tittle of it. Privilege begets 
intense selfishness and self-satisfaction ; also it begets 
means whereby the superior position is protected from 
any intrusion or diminution to the advantage of the 
lower classes. In a word, privilege is tenacious of its 
good luck to have been born with a gold spoon in its 
mouth or to have acquired a gold spoon during its life- 
time by ability or fraud or cunning. 

The first part of the Socialist answer is, then, the 


class division of society. The second part of that answer 
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asserts that industry and trade are run primarily in the 
interest and for the advantage of the privileged sections 
of society. It is not denied that working people get a 
living too, though a lamentably poor one if they are 
unemployed ; but consideration of the interest of the 
unprivileged comes second to consideration of the wealth 
and incomes of the privileged. And this is so because the 
latter run and control the whole show, mainly and in the 
first place in their own interest. That is not surprising ; 
if people run things they mostly run them from the view- 
point of number one in the first place, and from that of 
number two or three in the second and third place. 

The third part of the Socialist answer is of a different 
character from the two previous parts. While they 
were concemed with social relations between the 
privileged and the unprivileged, part three directs atten- 
tion to the mechanism of production—industry, agri- 
culture, trade, transport, banking. It is urged that with 
our present methods and resources of production every 
one can be assured of a decent and human standard of 
living. If production were rightly planned and carried 
out, all capable of working could be found work ; for 
there is so much that needs producing—more houses, 
more food (malnutrition !), more clothing (shabbiness !), 
more schools. We are no longer confronted with an 
inefficient system of production, but with one highly 
efficient, capable of turning out enormous quantities of 
commodities. The trouble is that the equipment is not 
used ; it lies idle too long during slumps ; and even when 
it does operate it frequently produces the wrong sorts of 
products. But that is not quite all. Unemployment is 
a chronic disease; millions of men and women live 
miserable lives in enforced idleness. Were they set to 
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work our productive equipment could be still further 
improved, be made still more efficient, with the result 
that the age of plenty would become a reality. Idle 
equipment, idle factories, idle ficlds, and idle men and 
women are a living condemnation of any human society 
that permits their existence. So, too, is the misuse of 
productive equipment to produce harmful products. 

We saw that the people directly responsible for run- 
ning and managing the productive equipment of society 
are the privileged classes. Theirs then is the responsibility 
for its idleness and misuse. Why do they not change 
their policy 2 Why do they not employ the equipment 
they control in the general wellbeing? The Socialist 
reply is that to do so would mean giving up a considerable 
part of their privileges—their superior social position, 
their higher income, their greater economic and political 
powcr. They would have to surrender these in large 
measure to the community. They would have to abdi- 
cate. For if the productive machine were to be run in 
the general interest, new policies and plans managed by 
Socialist administrators would be necessary. The privi- 
leged, however, cling to their privileges. One conse- 
quence of this is that poverty and unemployment are 
widespread ; another, that nations pursue national self- 
sufficiency and prepare for war. 

The fourth part of the Socialist answer seeks to show 
why national self-sufficiency and warlike policy follow 
from social organization as it is. It was pointed out 
earlier in this chapter that the Great Powers divide into 
Haves and Have-nots. We will take the case of the 
Have-nots. The starting-point is found in the twin facts 
of the intense desire of the privileged to keep their 


privileged position in society and the wretched working 
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of the productive machine in consequence. Owing 
to the resulting unemployment and poverty the un- 
privileged, or, at least, large sections of them, become 
discontented and come to resent the privileges of the 
well-to-do. They join trade unions and vote for Radical, 
Socialist, and Communist parties in increasing measure, 
since these parties promise to mend matters if they are 
returned to parliament. Now party politics are, from 
the standpoint of the privileged, all very well within 
limits ; but there are limits. These are set by the un- 
written understanding that party politics and party 
government shall never lead to an unseating of the 
privileged ; in a word, that whatever laws are passed 
they shall leave the privileged in possession of their 
privileges. Left parties and Left politics have, however, 
as their declared aim the ousting of the privileged from 
their entrenched privileged position; otherwise the 
needed socialistic reorganization of society cannot be 
carried out. When more and more of the masses go 
“Left”’ in their politics, because of the deprivations to 
which they are subjected by capitalist class society, when 
more and more Socialists and Communists are elected to 
parliament, that means a threat to the privileged. So 
the privileged rise up as one man and damn the Socialists 
as bad men, and Left politics as bad form. They go 
further in cases of real urgency : so upset are they at 
the way politics are going that they lose their heads and 
institute despotic governments, of the type familiarly 
known as Fascism and National Socialism. This applies 
particularly to the Have-not powers. The whole process 
deserves an extended inquiry. 

The dictatorships—such as exist in Germany, Italy, and 


Japan (where Mikado-worship is second nature), not to 
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mention the less important instances (e.g. Hungary)—are 
brought about in the usual manner of forming and 
boosting a political party, called, say, Fascist or Nazi. 
In the first instance the party grows up within the frame- 
work of parliamentary government on somewhat the 
same lines as we know it in Britain. It pursues an aggres- 
sive and propagandist policy, spending large sums on 
spectacular election campaigns, in season and out of 
season. Gradually, seats are won in parliament, the new 
party thus obtaining political representation. Then a 
bad slump occurs: a frightful slump. Millions of 
workers are on the dole and in poverty ; they become 
restive, and the privileged classes begin to feel that all 
will be lost in social revolution unless drastic steps are 
taken. They become excessively anxious and nervous— 
succumbing to their own riotous imaginations rather than 
facing the real situation, which very often is completely 
controllable : there is no real danger of social revolution, 
for the masses are at bottom docile and easily fooled. 
Be that as it may, the over-anxicty of the privileged 
causes them to go over to the new Fascist or Nazi 
nationalist party that has been winning its way to the 
people’s hearts by all kinds of sedative promises and 
emotional appeals ; and the privileged do this because 
they have arrived at an understanding with the leaders 
of the new party that it will, when it governs, do every- 
thing to confirm and preserve privileged groups in their 
privileges. At last the new party wins a majority of 
seats and the knell of parliamentary government sounds. 
Dictatorship and despotism sit enthroned on the tomb of 
democracy, liberty, and humanity. 

Once the despotism is installed it proceeds to root out 


all other political parties. Henceforward there will be 
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only one party—the truly nationa] party—within the 
state. All the ruling is done by the dictator and his 
advisers. We may be sure that among the latter are the 
representatives of the great industrialists and financiers. 
The despot and his clients have the task of securing 
mass support for the new system of government—that is, 
the support of the unprivileged. They have already made 
it impossible for the latter to put up a fight by disbanding 
trade unions and Socialistic and Radical parties. The 
unprivileged no longer possess any leaders, except, indced, 
such as are given them by the despot. Needless to re- 
mark, these new leaders will see to it that the masses obey 
and are quiet. But the matter is not left there. Positive 
efforts are made to capture the hearts of the unprivileged 
masses: they are to become enamoured of the new 
order. This is achieved by instituting a new religion of 
sorts, namely, monopolistic nationalism. The nation 
is to be worshipped with a fanatical patriotism. The new 
rcligion is taught in all the schools, it is taught by all the 
organizations that care for the recreation and military 
training of boys and youths, it is taught in the conscript 
army, it is taught in the Press, the cinema, on the radio— 
all of which are subject to the strictest supervision by the 
agents of the dictator ; it is taught in churches, in books, 
in public speeches. One cannot avoid it. And all this 
indoctrination is backed up by providing the workers 
with elaborate parks for recreation and other lures, not 
to mention bounties to large families, and so on. In 
case this isn’t sufficient to make sure of the allegiance of 
the masses, there are secret police keeping a constant 
look-out for the discontented, with concentration camps 
in the background as the reward for the exercise of un- 


permitted common sense. 
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If the preaching of fanatical nationalism makes for 
national solidarity—the nation feeling and thinking as 
one man, the despot, decrees—the intense national feeling 
also prepares the people for war. War indced is prepared 
for as never before in the history of man. Army, navy, 
air force all grow at an alarming rate in the despotic 
hothouse. 

This may appear a bit puzzling. Actually it is very 
simple. The dictatorship has been set up to buttress a 
social system that was working very inefficiently ; for- 
midable economic problems of mass unemployment and 
poverty had arisen; the democratic parliamentary 
system was no longer yielding satisfactory results ; it 
was felt that society was threatened with overturn by the 
wicked Socialists and Communists (really the most harm- 
less creatures in the world, if only you know how to 
manage them !) and the increasing number of people 
who were supporting them. Once the despotism is 
established, however, while politics are controlled, or 
rather suppressed, the economic problems remain ; they 
are not so easily settled. What kind of solution can be 
found for them? In the case of the Have-not powers 
the solution is provided by an aggressive nationalism, 
involving preparation for war, and actual war when the 
time is ripe for the conquest of new territory and colonies. 
Only thus can unemployment and the ill-working of the 
productive machine be overcome within the framework 
of despotic nationalism maintaining the privileges of the 
privileged. Experience and reasoning alike, our Socialists 
urge, compel us to accept this explanation of the appalling 
events that have been occurring of late. 

What is the bearing of all this on national self-sufh- 
ciency? This fashionable economic policy may be said 
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to be two-sided. On the one side, it is an attempt to 
help forward the solution of preciscly those economic 
problems to which we have been referring—unemploy- 
ment and bad trade. On the other side, national self- 
sufficiency is part and parcel of the warlike attitude and 
policy of the new despotisms. This warlike policy, in 
turn, will eventually help in the solution of those economic 
problems. For it will, it is hoped, bring new territory 
and colonies (and therefore supplies of raw materials, 
new markets, etc.) as the outcome of a victorious war or 
ageressive foreign policy. 

Let us sum up the Socialist explanation of the present 
drive to war. National self-sufficiency on the part of 
the Have-not powers must be interpreted as a vigorous 
effort on the part of the privileged to maintain their 
privileges and to keep society running on traditional 
lines, with its division into rich and poor and the resulting 
inequalities of income and opportunity. The unification 
of the nation under a one-party despotism marks a 
necessary stage in designing plans to overcome economic 
problems in time of peace, and to secure new territory and 
markets by conquest, by war. More will be said about 
this in Chapter XIV. 

So far we have been content to state the Socialist case. 
That it contains much that is scarcely deniable will be 
shown in later chapters. Indeed, recent events almost 
everywhere testify that much in the view is sound. 
So much must be granted. Why then did we contrast 
the realistic explanation of the continued existence of war 
with the Socialist explanation? Mainly, I suspect, be- 
cause the Socialist view contains an undercurrent of 
Optimism ; it seems to suppose that the present business- 
like organization of society will be replaced by a Socialist 
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society. No doubt much misery and great wars will have 
to be endured, the Socialists say, before that comes about. 
But they believe that it will come. 

That may be so, if humanity proves capable of invent- 
ing those new institutions which would be necessary to 
the realizing of a Socialist world. And if, again, the 
age-old institution of the existence of privileged and 
unprivileged classes side by side itself perishes. Is that 
likely 2 Can any one invent a technique capable of dis- 
placing the privileged 2 If they be dislodged temporarily, 
may it not be that a new privileged minority will soon 
come to the forefront and frustrate the founding of the 
Socialist community without privileged classes? Ex- 
perience will show. ‘The realistic explanation (which 
will be given in the next chapter), as distinct from the 
Socialist, shows itself to be very sceptical. It would take 
some such view of the near future as that outlined in the 
later part of Chapter I. It is not what a handful of 
people find pleasant and desirable that is going to happen. 
It is not for the sake of culture and the higher things of 
life, which at best affect only a minority, that socicty is 
going to adjust itself. There are more important issues 
at stake, at least from the standpoint of the masses. The 
great issues that are beg fought out now are the issues 
of national power and prosperity, in which the power and 
the wealth of the privileged and the unprivileged alike 
are incidents, though no doubt very important incidents 
to the individuals concerned. While the business-like 
pattern of civilization retains its hold on men’s interests 
and affections to the extent that it does to-day I for one 
cannot discern the Socialist society through the mists 


that hide the future. 
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CHAPTER XIII 
WHY COLONIES AND EMPIRE ARE DESIRED 


We are apt to think that the new dictatorships, in 
Germany, Italy, and Russia, and the old dictatorship 
in Japan, are wholly mad ; that they are run by madmen 
for and on behalf of madmen. The Socialist view regard- 
ing the causes of war in our time (see previous chapter) 
would seem to lend support to this manner of thinking. 
Actually it necds the corrective provided by the realistic 
view of the place of war in the modern world, which 
we promised to discuss further in the present chapter. 
No one in his senses—it must be admitted that a good 
many are not “in —will deny that what the dictator- 
ships are aiming at is national wealth and power; in 
other words, that they are trying desperatcly to make 
the economic system function as efficiently as it can be 
made to function within the framework of a privileged- 
class society. The task is colossal ; it is far from being 
achieved ; it may never be achieved. But the purpose is 
clear, despite the fog of ignorance by which it is sur- 
rounded. Where the Socialist view goes seemingly 
astray is in suggesting that the task is by its very nature 
impossible of achievement. That its achievement may 
be deplorable is a highly controversial opinion ; that its 
achievement is impossible is too cocksure a conclusion 


to be acceptable. 
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Our task in the present chapter is to show in rather 
more detail how the task undertaken by the dictatorships 
may be achieved by means of war. In the following 
chapter we shall glance at the arrangements in the 
national life that are, and are likely to be, characteristic 
of the new dictatorship states. 

The dictatorships arose first in the Have-not states 
of the world. These states were at a disadvantage in the 
Balance of Power system (described in Chapter XI.) ; 
they had less territory, fewer resources, less wealth, less 
prosperity than the better-off Have powers (Great 
Britain, U.S.A., France, U.S.S.R.). So in time of 
economic difficulty—bad trade, mass unemployment, 
and so on—they are up against far more difficulties than 
their rival well-to-do neighbours. To take one example. 
Mass unemployment calls for unemployment relief ; 
and where perhaps one-quarter or one-third of the total 
working force is out of work the expenditure involved 
in providing relief isenormous. Yet it must be met, for 
men will not as a rule starve quietly. Poor countries are 
hard put to it to meet the bill, whereas the Have powers 
can more easily do so, owing to their greater wealth and 
resources. Apart from this, however, the privileged 
classes in Have-not countries will, we can be sure, feel 
agerieved ; they will envy the privileged classes of the 
better-off powers ; they will take measures to ease the 
pressure upon them, due to the fact that they live in a 
Have-not country. 

The way out comes to appear to them to be the way 
of war, of conquest, of aggressive militarism. The line 
of thought lying at the back of this can be easily sketched. 
Let us look at the working of the mind of a Hitler or a 
Mussolini. 
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These dictators and their advisers look upon Great 
Britain, for instance, as a most fortunate land. She is 
prosperous ; she rules over a great empire ; she retains 
parliamentary institutions ; her people are contented and 
loyal. Her scheme of social services—health, unemploy- 
ment, and so forth—are models, and their great expendi- 
ture is easily borne, thanks to the immense national 
income. The privileged classes are happy; so too 
are the unprivileged. How a megalomaniac like 
Mussolini must envy Britain her prosperity and her 
empire ! 

Why is Britain so prosperous ? Assuredly the Empire 
has something to do with this prosperity ? This question 
deserves careful examination. The question we are 
about to discuss is, then: Does possession of an empire 
or of colonies pay 2. Does the mother country especially 
benefit? Another tangled question, to which the 
answers vary somewhat, according to the viewpoint 
from which you seek the answer. 

The realistic view adopts a definite standpoint from 
which to make its appraisal of the question. That stand- 
point is well known to us already : it is the existence side 
by side of privileged and unprivileged classes. The 
privileged, to use a vulgarism, are those who make a 
good thing out of life; the unprivileged are those who 
have to put up with work and possibly with hardship 
and poverty, especially when trade slumps occur and 
unemployment spreads. The privileged obtain their 
incomes from ownership of property and professional 
work, including the management and control of industry, 
trade, and finance; profit, rent, dividends, interest, 
salaries, fees—such are the forms in which they receive 
payment. The unprivileged are paid wages for ordinary 
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routine labour, which may be soft-handed or hard-handed. 


The cleavage is clear. 

Let us glance more closely at the problem of the dis- 
tribution of incomes in modern communities. Incomes 
are appallingly unequal ; they are also secured in very 
different ways, as we have just seen. Let us look at the 
matter thus. A cake is to be distributed each year—the 
cake represents the total income of the country’s inhabi- 
tants. The cake amounts say to £/5,000,000,000 for Great 
Britain. Now there are two main parties to the distri- 
bution—the privileged and the unprivileged ; so there 
are two shares to be cut from the cake. If one party 
gets a half, the other will also get a half; if one party 
gets a third, there will be two-thirds left for the other 
party. And so on. Let us call the share going to the 
unprivileged wages ; that going to the privileged profit. 
Then the cake equals wages plus profit. Given the size 
of the cake, if profit goes up wages must fall, and vice 
versa. The following possibilities are open, if we allow 
the cake itself to vary in size : 


1. Cake of increasing size : 

(a) Both profit and wages can rise at the same time ; 

(6) profit secures all the increase in size of the cake ; 

(c) wages secure all the increase in the size of the cake. 
2. Cake decreasing in size : 

(a) all the fall in size is at the expense of wages ; 

(b) all the fall in size is at the expense of profit ; 

(c) the fall in size is divided between wages and profits. 


Have colonies, an empire, spheres of influence, or 
foreign investment any influence on these divisions, 
and on the size of the cake? Indeed they have ; that is 
why the Have-not powers envy the Haves. The nature 
of the influence must now concern us. 


The matter is best approached concretely, from the 
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point of view of business and business men. Why is 
colonial trade desirable 2 Why is foreign and colonial 
investment desirable 2 Why not sell all one’s products 
at home 2 Why not invest all one’s savings at home : 
Again, why go in for Empire Free Trade, which means 
keeping foreigners out of the markets of the countries 
included in the empire: Why not be satisfied to sell 
anywhere abroad—not merely within the empire ? 
To all these questions the answer is that there is a larger 
profit to be secured by going in for selling in colonial 
markets, for investment abroad in general and in colonies 
in particular, for a project of empire, i.e. Empire Free 
Trade. Why else indeed should those shrewd creatures, 
business men and traders, trouble their heads with such 
matters? There is no other reason. 

But higher profits to be obtained from colonial 
markets, colonial investment, and so on, increase the 
size of the cake of the total national income and also 
of the slice going to profit. Now this clearly means that 
the privileged classes have a larger income to play with. 
Possession of colonies and the like increases the sum- 
total of privileges as well as making for good business. 
Looked at from this standpoint it is very difficult to 
agree that colonics are of no importance, that they don’t 
matter. If that were so, why bother to acquire and keep 
colonies and empires? It is not easy to believe that 
people would give themselves so much trouble unless 
they were getting something out of it. 

We will go back to the cake of the total national 
income again. It can instruct us further. There are three 
points of interest to notice as a result of a larger cake due 
to possession of colonies or an empire or large overseas 


investments. 
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First, a bigger cake will mean a wider field of business 
activity, including growing investments. This is all to 
the good, for it enables the growing population to find 
employment, while making business men optimistic 
and confident in the future. Since an increasing number 
of people find employment readily, and since again there 
is so wide a field for employment, the menace of large- 
scale unemployment during trade slumps, although not 
wholly avoidable, is nevertheless considerably reduced. 
Instead of having to find doles for one-third of the total 
working population for example, only one-fifth of them, 
say, become unemployed at such times. This is better 
for statesmen concerned with the problems of govern- 
ment, better for workpcople themselves, better for 
employers. Evidently an empire and possibly overseas 
investments may matter a good deal if such are their 
beneficial consequences. 

Secondly, since the cake of national income and the 
profit slice are both growing, the privileged classes are 
able to bear the burden of taxation with comparative 
ease. But taxation is one of the sources whence the 
money comes to pay for the social services—relief of 
poverty, education, health services, for instance. Conse- 
quently, a Have country supporting these burdens can 
keep its citizens much more contented and comfortable 
than one less favourably situated. No wonder the 
masses in Britain, in France, in Amcrica have never so 
far presented a really staggering problem to their respec- 
tive governments. 

Thirdly, the cake is growing and it will often lead to 
an increase in the total wages bill, with the result that 
the workers will get higher pay and so enjoy higher 


standards of living than their fellows in Have-not 
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countries. Obviously this is another good reason for 
living in a Have country in preference to a Have-not 
country. You are thus enabled to enjoy more of the 
good things of life. 

Whilst we are on the question of empire and colonies, 
a word may be ventured on the difficult subject of raw 
materials and their importance. Undoubtedly the owner- 
ship of colonial possessions in which there are large 
resources of agricultural and mineral raw materials must 
be an advantage to the mother country. All kinds of 
subtle concessions and favours can be accorded to pur- 
chasers living in the empire, as compared with outsiders, 
even though the free market and open-door policies 
ostensibly exist (i.e. foreigners are permitted to buy and 
sell freely in the colonies). Not only may more favour- 
able prices be charged to one’s compatriots, but transport 
and shipping services will most likely be cheaper and 
more readily available. All this means that raw materials 
are purchased at lower prices by compatriots than by 
foreigners. Now the cost of raw matcrials enters into 
the cost of goods made with them. So the upshot is that 
finished goods are likely to be cheaper (or perhaps profits 
are likely to be greater). In the large, these advantages 
are not to be slighted ; far from it. Once again the Have 
powers score as against the Have-nots. 

It is sometimes said that colonies and the like cost 
a lot to maintain. Armed forces and police are needed 
to hold them against foreign aggression and to maintain 
order. Consequently taxation has to be imposed to 
meet these expenses of government. Be itso! But who 
foots the bill: The natives, the extremely profitable 
ventures engaged in by business enterprise in colonial 


possessions, where the exploitation of the native popula- 
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tions is notorious ! Why not? The benefits of civiliza- 
tion have been brought to these backward areas of the 
world, and surely they are worth paying for ! If colonies 
were a liability instead of an asset they would go begging. 

All told, then, we are bound to conclude that colonies, 
empires, overseas investments do pay, indeed that they 
pay very well, and are a real advantage to countries 
fortunate enough to possess them. We can, therefore, 
readily understand Hitler’s, Mussolini’s, Japan’s envy 
and their keen desire to pass from the ranks of the Have- 
nots into the camp of the Have powers. Hence their 
aggressive nationalism, with preparation for war, and 
an embarking on a career of conquest when the oppor- 
tunity offers. Success here means success in solving the 
pressing internal economic problem, in making the 
economic system work much more efficiently. Realistic 
statesmen and dictators know how much that signifies for 
national power and prestige and for social peace between 
the different social classes. 


(4,660) 129 9 


CHAPTER XIV 


NATIONAL SELF-SUFFICIENCY AND 
PREPARATION FOR WAR 


WE promised to look into the internal arrangements of 
the Have-not powers during their period of preparation 
for war. Once they have obtained colonics in sufficient 
measure we may be sure that for a season at any rate 
they will subside into the quiescent and peace-loving 
condition of a satisfied Have power. In the meantime, 
however, they follow a warlike and aggressive policy, 
which is reflected in the entire set-up of their internal 
arrangements. Something has already been said about 
this (see Chapter XII.) ; we will now look at it from 
a rather different viewpoint. 

The new Have-not powers are despotisms. The word 
despot means an unbridled ruler—one ruling without 
seeking the advice of the masses of the people or needing 
their votes. In fact, despotism excludes party differences 
in the despotic state; there is a single political party 
headed by the despot, and only this party can and does 
put up paper candidates at the mock elections, held now 
and then for custom’s sake in the despotically governed 
countries. The despot is usually regarded as a single 
person, but in fact despots need to pay particular attention 


to the needs and wishes of the class with which they are 
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most closely connected in aim. This class is well enough 
known to us—it is the privileged class. It may be said 
that the despot and his advisers are running and managing 
society in the interest of the privileged classes ; in the 
second place they will look after the unprivileged, but 
only in the second place. Which is perhaps as it should 
be, if the privileged are really the salt of the earth! 

The internal arrangements in the Have-not countries 
are readily understood when interpreted from the stand- 
point of totalitarian preparation for war as a means to 
national power and glory. We begin with the problem 
of the indispensable minimum of foreign trade. 

There are perhaps three main kinds of commodities 
which escape the meshes of the net of national self- 
sufficiency ; these are now, as in the days of Mercantilism, 
certain essential raw materials and gold, and again (in 
this differing from the old days) certain foodstuffs. 
You may decide to keep out all foreign goods, you may 
raise high and unclimbable tariff walls, you may prohibit 
the import of foreign products ; but, when all is done, 
we repeat, you will still need to import some raw 
materials, possibly some foodstuffs, and gold (if any be 
needed). Let us examine the national self-insufficiency 
imposed on the Have-nots by unescapable climatic and 
geological facts (see Chapter II.). 

The need for importing certain essential raw materials 
is too obvious to be underlined. The precise kinds of raw 
materials that will be needed will, of course, vary from 
one country to another, but such commodities as copper, 
rubber, tin, petroleum—the last very important—may 
serve as examples. No doubt substitutes for some of them 
can be found by chemists ; but, as always, quality counts 


for something ; then there is the question of the cost of 
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production of substitutes (artificial petrol costs perhaps 
three times as much as the natural product). This entire 
problem was dealt with in Chapter II.; we need not 
repeat the full argument now. If the ‘quality of the 
substitute product be poor, and/or the cost be higher 
than that of the natural article, then reliance must still 
be placed on importation as a means of meeting the 
demand for these essential raw materials. We know, 
however (see Chapter VI.), that imports must be paid 
for—preferably by exports. So those nations that are 
fanatical followers of a policy of national self-sufficiency 
will still need to enter into commercial relations with 
other countrics to some extent. And it is not unlikely 
that they may find themselves compelled to pay exorbi- 
tant prices for their raw materials, since they may have 
to sell their exports at absurdly low prices if they are to 
induce foreigners to buy them at all. 

As a typical instance we may consider Hitler Germany, 
which was faced by just this problem. To counteract the 
disadvantage in which she was likely to be placed Ger- 
many made use of ingenious devices. In the first place 
she put all her exports under strict control, in such wise 
that all payments made by foreigners for these exported 
goods flowed into a government-controlled pool. Thus 
the German government came to possess a lot of foreign 
money, which it could use to purchase essential raw 
materials and food from abroad. The German exporters 
were paid from the government-controlled body in 
German marks, that is, in German money which was 
obtained from those German concerns that were using 
imported raw materials or distributing the imported food. 
Of course these German firms and businesses, in turn, 


obtained the wherewithal to pay into the government- 
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controlled pool from the German government as a pur- 
chaser of armaments and munitions, which the raw 
materials were used to help produce, and from the 
German consumers of imported foodstuffs. In this way 
the German government was enabled to ensure that 
German exports would be not merely limited in amount 
—in fact, in accordance with German requirements of 
imported raw materials and food, but would be sold 
at the most advantageous prices and in the most advan- 
tageous directions. By this system of control the prices 
of German exports were, then, kept at higher levels than 
might have prevailed if they were permitted to be sold 
freely on the world market. A further most important 
measure was the strict control of the rate of exchange 
between German money (marks) and foreign moneys, 
so that the mark on the whole fetched much more 
foreign money than it was “really ” worth (e.g. one 
mark fetched 1s. 8d. in terms of the pound sterling 
instead of perhaps 1s.). Now this strict control of rates 
of exchange might have deterred foreigners from buying 
German goods. To offset this, subsidies and other aids 
were given to German exporters, enabling them to offer 
inducements to their foreign customers to buy, since 
otherwise the latter would almost certainly have pur- 
chased very small quantities of German commodities. 
By means of these and other devices Germany has to a 
large degree been able to buy raw materials and food 
from abroad on much better terms than might have 
seemed to be possible to a country pursuing so relent- 
lessly a policy of 90 per cent. national self-sufficiency. 
What was said above concerning raw materials holds 
good of food imports, though nations differ greatly in 
their dependence on foreign sources of food supply. 
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Some countries can produce nearly enough food within 
their own frontiers to meet requirements ; and even if 
this is not always desirable in peace time, it can be 
done during war. Others, of which Great Britain is 
the extreme case, can hardly hope to feed themselves 
during war; they are compelled to rely on overseas 
sources. Thus Great Britain depends for about two-thirds 
of her food on the Empire and foreign countries. More 
can be produced at home only at greater expense than 
it costs to import ; whence once more it is seen that the 
question of cost is of the first importance. If you decide 
to depend to a greater extent on home-grown food you 
will have to pay higher prices for food, and will find that 
you have less to spend on other things than food. That 
is the practical alternative—more home-produced food, 
higher food prices, less left to spend on other com- 
modities than food ; or no more home-produced food, 
lower food prices, more left to spend on other com- 
moditics than food. How are you going to make up 
your mind? The Germans have found it easy to do so, 
for their food problem is very different from ours. They 
can nearly live at home at a pinch. And as a result of 
the starvation with which they were faced during the 
Great War of 1914-18, owing to the British blockade, 
they have been ready to make every effort to become 
as little dependent as possible on the foreigner for food. 
They have preferred to pay more for their food in order 
to prevent a recurrence of the appalling malnutrition 
and food scarcity of 1917-18. The choice has been made, 
and it was easy to make it ; only a relatively small slice 
of the food cake comes from abroad. Two-thirds of the 
food cake comes from abroad in the case of Great Britain, 
and it seems likely that the people of Britain will long 
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continue to depend to a very large degree on foreign- 
grown food. 

Of late it has appeared that new chemical methods of 
farming may bring about a revolution in agriculture, not 
second in significance to the industrial revolution of the 
eighteenth and nineteenth centuries, which led to the 
replacement of old methods of production by the factory, 
steam-power, electricity, and the machine. Some 
thinkers are already urging that radical changes in the 
methods of agriculture would enable even a country so 
dependent on foreign food as Great Britain to live at 
home, and that these up-to-date methods would thrust 
any possibility of a scarcity of food for a growing world 
population into the distant future. Not only would the 
new agriculture permit many more millions of people 
to be supported, but it would give every family and 
every individual plenty to cat and drink—a decent 
standard of living for every one. Incidentally, it would 
solve the much-discussed problem of malnutrition. 

These claims are very high-sounding. But it appears 
that some confusion exists between technical possibilities 
and economic possibilities. While as a technical scheme 
the new agriculture may be practicable, the relevant 
question is: What of the cost? Nor is it a question of 
running costs—the actual costs of labour and raw 
materials to run it once it has been set up and organized. 
It is above all a question of capital cost—how many 
millions would it cost to equip and construct all the 
chemical farms needed, with all the complicated chemical 
apparatus ? Could the labour be spared to achieve this 
vast work of transformation and construction ? Could 
the capital be found 2 Would the expected product and 
profit be sufficient incentives ? I am not at all sure that 
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the answers have yet been made out, and it will be 
necessary to wait—perhaps a long time—before a mature 
judgment about the future of agriculture can be ventured. 

In the dictatorship countries foreign trade and agri- 
cultural and raw material production are arranged from 
the standpoint of totalitarian preparation for war. 
Foreign trade cannot be wholly given up ; essential raw 
materials and foodstuffs have still to be imported. Pre- 
ferably they will be obtained from countries that are 
probable allies in war, and which in any case are ready 
to take manufactured goods, armament, and munitions 
in exchange for the products of their agriculture or their 
mines. The close collaboration between Germany and 
the Balkan States is interesting in this connection. 

Industry too must be controlled in the interest of the 
nation, and plans prepared for its functioning on a war 
basis when the need arises. Industrialists and industrial 
organization alike must be made ready ; nothing must 
be left to chance or muddling through. And the same 
applies to trade, both wholesale and retail. Here, too, 
design for war must have place, so that everything can 
be switched over smoothly and speedily to a war footing 
with its necessity for special organization, rationing of 
supplies, and price control. Evidently transport and 

ance come into the general plan of wartime economic 
organization. 

The complete or totalitarian regimentation of the 
nation in preparation for war meantime helps to solve 
in a fashion the difficult economic problems that were 
facing the Have-not powers, particularly during times 
of bad trade. The unemployed are absorbed into arma- 
ment factories, agriculture, the armed forces (which are 


greatly increased). Then, too, labour-service, as it is 
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called, enlists the aid of large numbers of young men in 
road-making and other works of military value. Mean- 
while women are thrust back into the home and into 
womanlike occupations, such as nursing and domestic 
service. Gradually a place is found for every one who is 
physically capable of working, even though the place 
may not be wholly to the individual’s liking. Even 
boys and girls and adolescents are well prepared for a 
life of service in the cause of the nation as a going 
concem, with a semi-militarized economic life in time 
of peace and readiness for a 100 per cent. militarized 
economic life in war. 

All this intense activity and preparation involve no 
end of financial jugglery, the precise nature of which can 
only be guessed at. It scems not unlikely that a close 
collaboration between the state and banks helps out the 
almost inevitable difficulties. But perhaps the details 
will never be known ; they can always be conveniently 
got rid of in case posterity should find out the dictators 
and the privileged classes upon whom they depend. The 
unpardonable crime in a despotic state is to be found out. 

Much depends on morale in such countries. The 
entire nation has to be made ready for war; war- 
mindedness must be instilled during the piping times of 
peace. This can be achieved by all-round co-ordination 
of the national activities, both at work and at play. 
Every one must be made to feel that the nation as a 
whole comes first, something worthy of membership 
and personal sacrifice. This applies without exception 
to both privileged and unprivileged classes. If the 
nation and its government look after me, is it not fair 
that I should look after the nation? Rights imply 
duties, and the new nationalism places the emphasis on 
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the latter, holding as it does that a sense of duty makes 
for true citizenship and co-operation in the national life. 

It is easy to make fun of all this. Unquestionably much 
that is crude clings to the scheme. But the final test is— 
will it work ? Will it, in fact, lead to national greatness 
and prosperity? Experience alone can provide the 
answer ; and it is not too much to say that we have far 
to go yet before we can hope to sum up on the 
experiment. 
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MONOPOLISTIC BUSINESS ORGANIZATION 
AND THE SEARCH FOR STABILITY 


TuaT the great nations are steadily drifting into a con- 
solidated policy of imperial or national economic self- 
sufficiency (complete except for certain raw materials 
and foodstuffs which it is still impossible to produce at 
home) is a fact of observation. The reasons for this policy 
are, however, a matter for discussion and controversy. 
In a preceding chapter (Chapter X.) we saw that any 
abrupt changes in the channels of trade are likely nowa- 
days to have very considerable consequences in un- 
employment, the loss of capital, and secondary disturb- 
ances in other industries than that primarily affected. 
And we promised to pursue the question further by 
looking into the recent changes in industrial organization 
that have led to such startling differences as compared 
say with the mid-Victorian period. For we believe that 
the great changes that have been going forward for the 
last fifty or sixty years or more in the organization of in- 
dustry and trade furnish one of the keys that unlock the 
door to an understanding of the uncontestable fact of eco- 
nomic nationalism and imperialism. The discovery of the 
other keys will be undertaken in the following chapters. 
We may begin by quoting a meaty remark of 
Lederer’s. To-day, he writes, new enterprises find great 
difficulty in obtaining the capital necessary to their 
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establishment. There is little room for the small-scale 
firm. This is traceable to the existence of banking 
monopolies. The result is that new industries emerge 
as great concerns and industrial monopolies making use 
of the very latest technical developments. The capital 
required is invested at fixed interest, so that the latest 
phase of capitalism is essentially a rentier-capitalism. This 
development obviously stands in close relation with 
recent technical progress, itself the basis of monopolistic 
organization alike in production and finance. We can 
learn from this that not only does recent industrial 
practice claim technical equipment costing huge sums, 
but also that the large-scale organization characteristic 
of the time calls for enormous outlays on working 
capital (that is, goods in process of manufacture, raw 
materials, stocks). These great capital requirements 
come to be met by appealing to a multitude of capitalists 
ready to lend money to business. One man’s capital 
(a few exceptional cascs apart) no longer suffices ; it is 
necessary to call in the aid of many co-operating capital- 
ists, all willing to sink their savings in the concern. As 
Lederer indicates, then, the type of modern industrial 
organization is provided by the great joint-stock company 
(in the United States called the corporation). Pooling 
the capital of many people, bringing together thousands 
of workers, owning and operating prodigiously expensive 
plant and cquipment, the large joimt-stock compan 
(there are, of course, small specimens as well) has led to 
amazing changes in the whole scheme of industry, 
which in their character take us back to the Middle 
Ages rather than to the wonderfully elastic organization 
of the first part of the nineteenth century. 

In the field of industry then giant businesses or chains 
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of businesses under a single unified control have come 
more and more to predominate. And these productive 
units, controlled from a single centre, represent the 
sinking of enormous sums of capital in buildings, 
machinery, equipment of all kinds. It will readily be 
understood that the people who control these enterprises 
are concerned above all with the continued payment of 
stabilized profits or dividends, whatever be the state of 
trade, whether good or bad. That involves not only the 
charging of fairly stable and fairly high prices to cus- 
tomers, but also the domg of everything possible to 
prevent any competing business arising to cause a gencral 
reduction in prices and a collapse in the level of profit. 
In short, monopoly or near-monopoly policy is the rule, 
and this operates both to keep new firms from setting up 
and to bring about a combine of producers already in the 
field, so that henceforward monopoly price-and-profit 
policy can be pursued without hindrance. For a con- 
siderable part of the nineteenth century such policy was 
exceptional. Business was expanding year by year : 
the field was open to new-comers, and keen competition 
for profit kept prices remarkably low, to the advantage 
of the consumer. A lot of industrial units, each indc- 
pendent and cach managed by one man or a small 
group, was the fact and the ideal: let this condition of 
things be maintained, urged the Liberal economists, and 
all will be well. Thus, they proceeded, will the consumer 
be adequately provided for at low competitive prices. 
Maximum satisfaction will be guaranteed to the con- 
sumer, while a multitude of competing businesses will, 
in the permanent drive for efficiency, lead to lowest 
costs of production and minimum profits. 

Already in the 1820's Sismondi expressed scepticism 
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concerning that idyllic picture. Human nature with all 
its perversities, considerations of time and space, un- 
escapable frictions, he said, do not permit real life to 
copy the ideal scheme. And if the picture was idyllic 
in 1830, it was no more than a bad joke in 1930. The 
present-day picture of industry is one of combines, giant 
concems, interlocking directorates and controls, mono- 
poly or near-monopoly price-and-profit policies, with a 
general concern on the part of the directors to maintain 
stable profits through booms and slumps alike. 

We saw that the capital needed to start up these great 
enterprises is collected from a mass of capitalists whose 
savings are pooled. These investors have no voice worth 
mentioning in the control of the concern in which their 
spare cash is sunk ; they are absentees concerned to draw 
stable dividends and to be able to sell their shares in the 
company at high prices on the stock exchange. It is safe 
to say that the majority of these so-called absentee owners 
know very little about what is being produced or how it 
is being produced. Conditions of work in the company’s 
factories, the living standards of the workers, don’t 
trouble them in the slightest. All that matters is profit, 
and the maintenance of, or the increase in, the amount 
they can get for their shares held in the company. 

We have now to consider the consequences of the 
foregoing changes in industrial organization for economic 
foreign policy and the trend to national self-sufficiency. 

First, the new monopoly organization and the drive 
for stability lead to a demand on the part of the interested 
parties for protection from the intrusions into the 
domestic market of foreign producers, and from the 
disturbances thence resulting (see Chapter X.). This need 


not be insisted upon ; its importance is unquestionable. 
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Underselling and dumping by unscrupulous foreign com- 
petitors would undermine and disturb beyond endurance 
the great organizations that have been built up during 
the recent past. The resulting loss of capital and income, 
as well as unemployment, would be intolerable. 

Secondly, the new industrial combines have the ear 
of the government, and they seck protection from the 
forcigner also because that enables them to obtain higher 
prices and greater profit than if they had to meet competi- 
tion from abroad, even though this competition were 
fair. 

Thirdly, and this is an intricate though immensely 
important story, the great monopolies and combines 
seek to enlist the support of the government with a view 
to obtaining cheap raw materials and to preventing 
foreigners from purchasing those raw materials as 
cheaply as they can themselves. This applies more par- 
ticularly where the combines are domiciled in a country 
with colonies and other possessions that are the source 
of prized raw materials. The policy urged on the govern- 
ment and on the producers of the raw materials will be 
one of charging low prices to the combines and dear 
prices to foreign combines and producers. This docs not 
make for ncighbourliness, but is one of the seemingly 
unavoidable consequences of the economic rivalries of 
different peoples and different countries. 

So far we have dealt only with the present organization 
of industry ; and even in connection with that we have 
had to be brief. The monopolistic and near-mono- 
polistic price-and-profit policy revealed in industry, the 
drive for stable and secure incomes, profit, rent, wages 
—these are also found in other fields, in agriculture and 


in home and foreign trade. 
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Agriculture entered on a period of hard times in 1929. 
All over the world farmers growing wheat, cotton, wool, 
and innumerable other products found themselves faced 
with a falling market, that is, a market that could not 
absorb all they had produced, and a market ready to offer 
only lower and lower prices for its requirements. The 
farmers lost heavily through this. They were unable 
to go on paying the interest due to people (banks and 
mortgagees) from whom they had borrowed money to 
purchase land and machinery and live-stock ; in many 
countries they were hardly able to keep themselves, 
much less pay rent, so low were their incomes from that 
part of their produce they had managed to sell. It was 
indispensable to reduce output if prices were once again 
to rise to remunerative levels; levels, that is, which 
would enable the farmer to pay his way, keep him from 
becoming bankrupt or hopelessly discontented. With 
the difficult problem of the causes responsible for the 
great slump in world agriculture we are not here con- 
cerned. We may, however, notice the danger that 
immediately arose for several countries which found 
themselves endangered by agricultural dumping. The 
farmers of these countries—Great Britain, Germany, etc. 
—were in danger of being submerged by cut-throat 
competition from forcign farmers ready to sell at any 
price in order to relieve their appalling financial diffi- 
culties. Had measures not been taken to prevent this 
dumping of absurdly cheap foodstuffs the home farmers 
would have been made bankrupt, and in Great Britain 
farming might have become depressed industry number 
one, with all the farmers and agricultural workers out of 
work and farms lying idle and derelict. It isn’t necessary 
to go far to find here one of the sources of recent agri- 
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cultural policy, with its increased protection of the 
home farmer against foreign competition. 

There were two problems needing to be tackled in 
this matter of the farming slump. First, certain countries 
had to protect their farmers against the dumping of ex- 
cessively cheap foreign-grown food, the entry of which 
would have led to a wiping-out of the domestic farming 
industry. Secondly, something had to be done to help 
the home farmers over a very bad time. Relief was 
applied in the United States in the form of permitting 
the farmers to omit the payment of interest and rent for 
a period, while various measures were taken with a 
view to raising the prices of farm produce from the 
absurdly low levels prevailing to levels permitting the 
farmer to live and pay his debts. This involved restriction 
of crop acreages, government purchase of cotton, and, 
in general, collective control over production, sales, and 
prices. In Great Britain the policy pursued was mainly 
one of the last type—collective control over production, 
sales, and prices—as in the milk marketing scheme, quotas 
relating to imports of foreign beef, mutton, and bacon, 
and the wheat and beet-sugar subsidies. The upshot was 
that planning was applied now to agriculture, so that this 
too came into the campaign for price and profit stability, 
making for stable incomes to farmers, agricultural 
workers, and landowners. Alike in industry and in 
agriculture people were becoming tired of insecurity, 
unlimited competition, the ups and downs in busi- 
ness, unemployment, idle productive capacity. But 
the new agricultural policies, equally with those 
followed in industry and trade, were bound to in- 
volve near-monopolistic price-and-profit policy, with 
the emergence of privileged groups whose incomes 
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were protected by law, and which would be very 
difficult to alter. 

We are able to understand from what has already been 
said that the recent intensification of economic national- 
ism, so far as relating to keeping out of the country as 
much foreign-grown food as possible, has its origins in 
the recent world agricultural slump, with its conse- 
quences in leading to increased protection for home 
farming and the introduction of a definite policy of 
stabilizing home agriculture—that is, maintaining it at 
a given or increasing level of output, activity, and income. 
Incidentally it was felt that this would be beneficial not 
only now, but also in case war broke out and the popula- 
tion had to depend much more on home-grown food. 
Peace-time stabilization and a wartime insurance policy 
seemed both to be assured by the changes enforced on the 
country by the agricultural depression. 

It is sometimes urged, especially by those who continue 
to think in terms of free trade, that economic nationalism 
means higher prices than would exist if international 
trade were liberated from its fetters—if economic inter- 
nationalism replaced economic nationalism. In my view 
this opinion cannot be sustained, either one way or the 
other. It isn’t much use criticizing what is, in the light 
of what might be in a free trade Utopia. And even if it 
could be shown that higher prices are involved by 
economic nationalism, this would not mean that it 
would be better to go in for economic internationalism. 
For the belly is not everything ; there are other values 
in life that have a claim on our allegiance, such as stability 
and security of income, even though these involve a lower 
living standard than would be enjoyed by 50 per cent. 


of the population under economic internationalism. The 
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other 50 per cent., we may guess, would, on the whole, 
have a lower standard than under economic nationalism, 
for the good reason that they would be subjected to so 
much more fluctuation of income and employment, due 
to the greater amount of economic disturbance, which 
will, on balance, bring in a less income than more stable 
and secure conditions. 

We have traced the growth of the newer attitude to 
industry, agriculture, and trade, the attitude, namely, 
that these should enable employers, workpeople, and 
investors all to enjoy much morc stable and secure in- 
comes and occupation than could be hoped for from 
industry, agriculture, and trade freed from corporate 
and collective control, and from the monopoly and near- 
monopoly price-and-profit policy which that entails. 
The newer organization accompanying the newer atti- 
tude can be spoken of as corporationism. This means 
that all the parties engaged in the productive activity of 
society are insisting on security of tenure and income, 
and are creating the organization that gives promise of 
them. The newer scheme of organization is a corpora- 
tive, stable scheme, sanctioned and protected by law. 
Men are digging themselves in, entrenching themselves, 
and industrial life appears to be entering on a phase of 
greater stability than was customary in the nineteenth 
century. The result is again sometimes referred to as the 
corporative state. But this needs a word of qualification. 
The corporative state may be run for the welfare of the 
entire population or it may be run primarily for a privi- 
leged class, the welfare of the unprivileged being a 
secondary consideration. 
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DECLINING IMPORTANCE OF NATIONAL 
SPECIALIZATION 


DuriNG the nineteenth century two famous parallel 
developments were going forward. Great Britain was 
building up an unbalanced economic system; other 
countries were establishing balanced economic systems. 
By that is meant that in the one case industry and trade 
were advancing and agriculture receding, while in the 
case of the balanced countries industry and trade were 
developing to something like parity of importance in the 
national life with agriculture. For although Great Britain 
was first in the field with machinofacture and far-flung 
commerce, and although she retained the lead thus ob- 
tained for some decades, other nations, inspired by an 
equal national feeling, were bent on building up, with the 
aid of tariffs and protection, industries of their own to 
match those of Great Britain, and thereby make them- 
selves independent of manufactures imported from the 
latter. Under the inspiration and guidance of agrarian 
and industrial leaders, and assisted by the prescriptions put 
forward by thinkers like Hamilton and List (see Chapter 
X.), this project was accomplished in the case of the 


Great Powers by the end of the nineteenth century. By 
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1919 the outcome was obvious. Each Great Power had 
now its own giant industries, together with a more or 
less extensive agriculture ; if they could not yet live 
comfortably at home, they were on the way to being 
able to do so with some discomfort. This was the case 
of those countries with a balanced economic life, such 
as the United States, Germany, France. No doubt the 
final stages of the process would be painful enough, 
and might mean hardship for one or two generations, 
while commercial contacts with the rest of the world 
were severed one after another. But if likely to be 
distressing, the process was practicable in the long run, 
and the unavoidable discomforts might be regarded as a 
legitimate sacrifice to the new ferocious god of national- 
ism. For Great Britain the process would probably 
take much longer owing to the unbalanced character of 
her top-heavy economic structure—all industry and little 
agriculture. However that may be, it appeared to men 
living in the carly 1930's that an era of international divi- 
sion of labour, and corresponding brisk international 
commerce, was fast coming to an end. The morrow 
would see international trade reduced to an indispensable 
minimum. 

The problem arising, then, is: Are the views of the 
contractionists sound? Are they nght in urging that 
international trade is bound to be on a much lower 
scale in future 2 The short answer to that is that only the 
future itself can provide the answer. Why, for instance, 
should we conclude that international trade is likely to 
be greatly reduced in future? Suppose a major war or 
series of wars to occur. These would lead to colossal 
destruction of property. With peace, reconstruction 
would need to be on a vast scale, so that vast oppor- 
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tunities for new investment, and even for overseas trade, 
would occur. Countries that had suffered little or not 
at all could come to the aid of those where devastation 
had been great. Capital and commodities could be 
exported to the latter by the former. Countries might, 
however, bottle themselves up all the more as a result 
of such wars. No one knows now. Ina sense, then, it 
is speculation, and idle speculation at that, to debate the 
matter of world trade—the actual course it will take in 
future. More profitable is the inquiry into the con- 
ditions that have brought about the prevailing eco- 
nomic nationalism. The subject dealt with in this chapter 
is the decline of national specialization, meaning by 
that the concentration of certain kinds of produc- 
tion in particular countries, which thereupon export 
the products in which they specialize to the rest of the 
world. 

Suppose that new processes of manufacture are dis- 
covered (artificial silk, rubber), or that new commodities 
are invented (television); are we to conclude that in 
these days of intense nationalism the country in which 
these inventions are first introduced will be permitted 
to have a monopoly of their production: (See Chapter 
Ill.) That is hardly likely. Factories can be built and 
workers employed to make the new commodities in 
one country just as well as in another. The raw material 
problem may be teasing in a few cases, but should not be 
insuperable. So we are not surprised to see companies 
owning the patents set up factories in other countries 
besides their own in order to manufacture for the 
different national markets. This not only provides a 
means of escaping tariffs (or even getting round pro- 


hibition of sale), but it meets the wish of the different 
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national governments to obtain employment for their 
peoples and capital, as well as to have factories on the 
spot should war break out. More and more, if we take 
a realistic view, would international division of labour 
seem to be coming to anend. And the reasons are plain : 
it is not only a question of intenser national feeling, but 
also a natural result of the cessation of possession of 
marked advantages in production, especially in machino- 
facturing, by one or two nations as compared with others. 
It is true that a few fanatical adherents of old-fashioned 
free trade still bend the knee before such idols as per- 
manent differences in national ability and the differential 
advantages of large-scale production. Differences in 
national ability need not detain us; it will be time to 
consider them when they are proved to be other than 
mythological. Nor is the idol of large-scale production 
in much better case. It is said (see Chapter IV.) that 
large nations are bound to have superior advantages to 
small because the enormous absorbing capacity of their 
home markets enables production to be on a larger 
scale, and therefore at lower cost. Although for the 
present the larger nations may enjoy a superiority of 
this kind, we cannot exclude the likelihood of further 
changes in methods of production eliminating this 
superiority. Even though production be on a lower 
scale to suit a smaller population, cost may then be 
equally low. Meanwhile the smaller nations may prefer, 
so far as they can afford it, to build up industries of their 
own, despite the somewhat higher prices charged to 
consumers. Dependence on a warlike outside world 
may be purchased at too high a cost if reliance is placed 
on it for the sake of a probably temporary cheapness of 
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It must of course be understood that the above remarks 
refer chicfly to machinofacture, and only in much less 
degree to agricultural products and raw materials. As we 
know already, some agricultural products and many raw 
materials simply can’t yet be produced satisfactorily from 
home resources, not even when the chemist is called 
in. The day of all-round efficient substitutes has yet to 
dawn. Until then fully fledged national self-sufficiency 
will not be realized; imports of raw materials and 
food will continue to be indispensable. And _ there 
is another reason why international commerce will go 
on, namely, the drive for export markets on the part of 
the Great Powers. That is a subject for the following 
chapter. 

Meanwhile we may conclude by suggesting that the 
romantic idea of national self-sufficiency, of living at 
home so far as humanly possible, is an inevitable outcome 
of recent economic and political events, such as the new 
large-scale techniques used in modern machinofacture, 
the aiming at stable levels of high profit by the giant 
businesses making use of those techniques, and the 
political pattern assumed by the world in recent years. 
Given human selfishness, the inability of swect reason- 
ableness to hold that selfishness in check ; given, too, 
human stupidity, still so widespread and deep-seated, we 
are ready to understand man’s helplessness before the 
achievements of applied science, which make so great 
a demand on just that sweet reasonableness if they are to 
be used for the general welfare. Many years ago Bernard 
Shaw in Man and Superman wrote a famous dialogue in 
which the Devil remarked that science was just one of 
his methods of enticing mankind from the straight and 


narrow way, and leading him to self-destruction. The 
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Devil is an ingenious fellow, and uses his brain to save 
himself'a lot of hard work, such as canvassing each human 
personally. It cannot be said that the generation that has 
passed since Shaw wrotc has done the least thing to show 
that the Devil isn’t winning. 
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ECONOMIC WARFARE 


1. The Scramble for Colonies 


THomas Hosses wrote in 1651, “Felicity consisteth 
not in having prospered, but in prospering. There is 
no such thing as perpetual tranquillity of mind, while 
we live here. Felicity is a continual progress of desire 
from one object to another.” The modern giant in- 
dustry, thoroughly equipped with expensive capital and 
machinery and the like, must go on producing and pro- 
ducing if it is to flourish and give employment to its 
workers. We have seen (Chapter XV.) that the con- 
trollers of these giants play for stability of prices and 
profits ; so that output is likely to present a lively prob- 
lem, especially during slumps. The reason is as leas 
These giant industrics produce machinery and equip- 
ment that are purchased by other industries which pro- 
duce consumers’ goods (e.g. clothing, furniture, wireless 
apparatus, food products). Now if the machinery is 
expensive compared with the prices these industries 
producing consumers’ goods are receiving for their 
products, the people who run them will so far as possible 
postpone replacing old equipment or ordering new. 
If they ordered to-day they would have to pay high 
prices, and consequently see their profits falling : that 
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goes against the grain. Yet the capital-producing in- 
dustries—those making machinery and plant—keep prices 
high because they are following out their policy of stable 
profits ; they feel that a reduction in the prices they 
charge would lower their profits instead of improving 
them, taking the ups and downs of a series of years into 
consideration. Whether they are right or wrong in this 
view, there can be no question that persisting high prices 
hold off possible buyers and make for larger variations 
in output than would occur if prices were varied more 
in accordance with the state of trade—low prices when 
trade was bad, higher prices when it was good. In short, 
by maintaining prices on or about a fairly rigid level, 
the giant capital-producing industries have more difh- 
culty in keeping up output during years of poor trade. 
In fact, the difficulty is so great that they are driven to 
look for markets abroad, sales at home putting up very 
great resistance to increase for the time being. It is 
not too much to say that these industries, with their 
drift to monopolistic policy and prices, have been among 
the stoutest advocates of economic warfare and economic 
imperialism in the recent past. In this matter they will 
work hand in glove with the financial policy that practises 
foreign investment of home-saved capital (see Chapter 
VIIL.). 

It is one of the curiosities of the queer science of 
economics that it took to the view that industry ought 
to expand and contract strictly in response to demand ; 
and not merely ought to do so but would be compelled 
to do so. Brave old-fashioned Utopia! Even yet you 
hoodwink schools of economics into unspeakable 
adoration, while anachronistic economists are never 
tired of paying you homage. In order to show the utter 
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lack of realism inherent in the free-trade view let us 
go into the matter in detail. 

The great industries that produce machinery and 
equipment grew up and expanded during the period 
when both the home and foreign countries were busy 
constructing and gearing-up the consumer-good in- 
dustries which needed no end of new equipment and 
machinery. Among the consumer-good industries were 
railways, city transport undertakings, telephone net- 
works, electric power and lighting, and, later, cars, 
buses, and lorries; cinemas, wircless transmitters and 
receivers, as well as newspapers and periodicals which 
required the installation of typesetting and printing 
machinery. 

These illustrations invite the comment that the in- 
dustries supplying all the equipment they needed, as well 
as the equipment to make this equipment, could not 
expect to go on pouring out the vast quantities to which 
they had become accustomed ; a falling off in demand 
must come some day, as the new consumer-good 
industries reached saturation point. The time would 
come when the capital-producing industries would have 
to reckon not on further enormous outputs, but rather 
on a modest output to replace equipment worn out by 
use. That is, production for replacement purposes would 
be needed, but not very much production for starting up 
new railways, more electricity schemes, additional 
cinemas. 

If the free-trade view had been correct, the industries, 
faced with this permanent decline in demand for their 
products would have adapted themselves to the situation 
thus arising. They would have contracted until their 


size corresponded to replacement demand. Why did 
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this not tend to take place 2 Combines as they were, 
the great capital-producing industries Bes ! railroad 
equipment !_machinc- and engine-making ! electrical ! 
shipbuilding !) had a vested interest in working for a 
continuation of profits and of the output to which they 
had become accustomed. There was no competition 
driving them to adopt a different course. They were 
masters of the situation, and proceeded to use their 
bank accounts and prestige to foster the export business, 
to find new overseas markets to redress the contraction 
of the old. In this they were, it may be added, followed 
by the armament firms intent on maintaining and 
increasing their sales, despite the glutting of the home 
country with ships and guns. The policy clearly runs : 
if your products are not freely demanded and sold, pro- 
ceed to create demand, make people want to buy the 
things you produce but are finding it difficult to sell. 
No doubt this aggressive salesmanship will cost moncy, 
but the consumers which it calls into being can be con- 
veniently made not merely to want something which 
they would otherwise not have wanted, but can also be 
made to pay for being made to want it. Such is the 
sublime commercial logic of monopolies and combines. 
It is true that all this leaves next to nothing of the old free- 
trade lore remaining. 

We are now ready to appreciate the unmistakable fact 
that the big capital-producing industries have been fore- 
most in a policy of economic warfare among the Great 
Powers. We have just seen that they were driven to 
hunt up markets abroad on which they could sell on 
profitable terms. For a time there were foreign markets 
to be had for the taking ; and there was plenty of taking. 
Unfortunately, the habitable surface of the world is 
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limited ; the more foreign markets you mop up the 
less there are left. But several Great Powers are intent 
on capturing these outlets ; there is a scramble for them. 
Hence the colonial policy and the pursuit of spheres of 
influence (a euphemism for spheres of business exploita- 
tion) that have marked the economic foreign policies 
of the Great Powers in the recent past. Urged on by 
the great industrial concerns eager for profit, continued 
production, and doubtless, too, for continued employment 
of their workers, governments have been ready enough 
to let the flag follow business, or business follow the flag, 
whichever policy was the more opportune on the 
occasion. This goes to show again, if that were necessary, 
that giant industries are entrenched powers in the 
national life whose interests must be looked after in the 
name of national well-being, prosperity, andemployment. 
And looking after their interests means one or other kind 
of economic warfare, soon or late. So far we have 
referred to just one of these forms, that consisting in the 
scramble for foreign markets to be found in colonies, 
dominions, and spheres of influence (including foreign 
countries under the tutelage of a Great Power). This 
kind of economic warfare sufficed for a time ;_ say from 
the 1870's to 1914. But what if these outlets in tum 
became choked 2? What if they too eventually had their 
requirements satisfied, and hencetorward needed only 
replacements of worn-out equipment? What then ? 
Were there markets on Mars? No! Well, then, other 
measures would have to be taken. Business does not 
thrive standing still; it must go on producing and 
selling unendingly. But sell where? We shall have to 
answer that in the course of the examination of further 


forms of economic warfare in the next chapter. 
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Something has already been said, in an earlier chapter, 
of the desirability of colonies as sources of raw materials 
(see Chapter XIII.). Gini and others have shown that 
the precise advantages here are not simply due to the 
ageregate amounts of raw materials obtained from 
colonies, but also to their relative cheapness to producers 
in the mother country as compared with foreign pro- 
ducers. Nevertheless the mere access to the raw materials 
in territory controlled by one’s government is quite 
important too from the military standpoint. 

In appraising the importance of colonies and empire 
as purchasers of the machinofactured goods of the 
motherland we must not overlook the contribution made 
by capital exports. Although for some time the pur- 
chasing power of the native populations may not be very 
large, we have to bear in mind that railroads, rolling 
stock, telegraph, and telephone networks, road-making, 
and other constructional work, including building and 
irrigation projects, for instance, have to be financed by 
investors living in the home country, and that moreover 
the capital goods represented by these investments are 
the product of the industries of that country. Again, 
while not much white labour may be employed in these 
schemes, white managers, clerks, and skilled workers and 
foremen will be. Thus they provide a useful outlet for 
professional] labour that could not be employed at home. 

Nor is it merely the present position that needs our 
attention. We have to look also to the future, when the 
colonies will be much more developed and when perhaps 
their business relations to the mother country will be so 
much more important. A full study of the significance 
of colonies and empire has yet to be written. Not only 
are the data inadequate, but they are incomplete because 
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economic imperialism is still unfinished. Yet enough 
has already happened to make it clear that the economic 
and political consequences of empire and imperialism 
are of the very first significance for the present and future 
of business civilization. 
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2. Types of Cut-throat Competition in International 
Trade 


THE scramble for colonies and colonial and spheres-of- 
influence rivalries considered in the previous chapter 
constitute one of the many forms of economic warfare 
between the Great Powers. This kind of economic war- 
fare arises when two or more peoples are squabbling 
over the ownership of onc or a few colonies or picccs of 
territory ; there is not enough to go round, friendly 
agreement is impossible because of national jealousy, and 
only diplomacy or war can bring a decision—might 
versus sweet reasonableness. Other kinds of economic 
warfare remain to be dealt with. Let us begin by recalling 
that exports continue to be an all-important consideration 
for the big capital-producing combines, despite the fact 
that the supply of colonics and spheres of influence runs 
short. The next phase of economic warfare is a matter of 
course. The Great Powers begin treating cach other as 
colonial markets of a sort—they go in for a policy of in- 
tense compctition in each other’s markets, with a view to 
keeping up sales, output, and employment in their large 


industries. No doubt this policy has been speeded uP in 
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the post-war world by reparations payments imposed on 
Germany and by the payment of inter-allied debts, with 
the United States of America as the major beneficiary. 
But it would surely have come about apart from these 
financial manceuvres. It might have been delayed for a 
short time ; it could not have been prevented. 

This second kind of economic warfare—a delightful 
specimen in more senses than one, which we ought to 
study much as we do queer specimens in a muscum 
case—takes a number of forms, some of which must be 
noticed. We will begin with one or two of the methods 
made use of by the big monopolistic industries. One 
of the more familiar may be called the swings and round- 
abouts method. The aim of these industries is to keep 
up profits. For this purpose it is necessary to maintain 
output so that overhead expenses involved in production 
(by overheads are meant continuing outlays, however 
much is produced, such as rent, contractual and cumula- 
tive interest payments, e.g. on debentures, salaries of 
directors and key-men) can be spread over a large number 
of units. These overhead expenses go on whatever the 
output, whether, 1,000, 900, or 800 units are produced. 
Easy arithmetic shows that a given amount of overheads 
divided by a larger output will result in a less amount of 
overheads to be charged to each unit produced. Besides 
this profitable policy of spreading the overhead expenses 
over as large an output as possible, another consideration 
leads to the adoption of the swings and the roundabouts 
method. It is cheaper to produce when the plant reaches 
a certain size (measured in output). So in order to get the 
right size and the right number of plants the controllers 
of the industry will often be driven to look to export 


markets to help provide outlets for that quantity of output 
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which it pays to produce, but which can’t all profitably 
be sold at home. Two of the more important factors, 
then, urging to the swings and roundabouts method of 
selling, are, first, spreading overheads over a large output, 
and secondly, producing in plants giving the lowest cost 
of production. 

In the swings and roundabouts method the swings are 
the foreign buyers, the roundabouts the home buyers. 
What you lose on the swings you gain on the round- 
abouts (or rather, more than gain !). In other words, 
charge high prices to the home market, and low prices 
on the foreign market. Include a levy in the charge you 
make to the home consumer, so that you can charge a 
very low and attractive price to the foreigner. This gives 
you the size of output you need to reach the highest 
profit—and at the expense of the home consumer at that. 
No wonder that foreign industrialists and their govern- 
ments became very concerned at this monopoly-dumping 
practised by the business men of other countries! We 
have no difficulty in foreseeing where this mutual cut- 
throat competition or dumping on the part of the giant 
industries will lead. Each of them will eventually induce 
its government to prohibit the dirt-cheap products 
dumped on the internal market by forcigners; or at 
least they will persuade government to impose a very 
high tariff on those products with a view to keeping them 
out of the home market. There may be a later develop- 
ment. It may be that when the industrialists have passed 
through this stage of check and counter check to dumping 
they will enter into agreement for a division of the 
world market among themselves. No doubt this will 
be a hard nut to crack, given acute international rivalries 


between producers living in different countries ; but the 
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nutcracker of profit will ultimately succeed in bringing 
about an agreement. 

Another method that may be employed is subsidy- 
dumping. This differs from the swings and roundabouts 
method. In the latter the home consumer paid exorbitant 
prices which enabled industrialists to sell dirt-cheaply 
abroad. In the subsidy-dumping method it is the tax- 
payer who has to foot the bill. Cheap transport charges 
or direct payments to the industry by the government 
place the business man in the position of being able to 
sell his products at absurdly low prices to foreign buyers, 
with the express aim of beating competition on the 
world market. But two or more can go in for this game 
of undercutting, and soon or late subsidy-dumping, 
like monopoly-dumping (the swings and roundabouts 
method), will be opposed by prohibition of cheap im- 
ports or heavy tariffs by those foreign countries that were 
feeling its effects. The protection of their own in- 
dustrialists and workers demands these measures, and 
they will finally be carried out. 

A further method that meets the same fate is exchange 
dumping. Here again the object is to undersell your 
competitors on the world market. The method, how- 
ever, applies to all export industries. Suppose that 
normally the money of one country, Lilliput, exchanges 
for money of another country, Laputa, in the following 
proportion : one Lilliputian sovereign fetches twenty 
Laputan marks, the sovereign and the mark being the 
standard moncys in use in the two countries. (It should 
be remarked that we suppose the moneys to be indepen- 
dent paper standards.) Let it now be decided by the 
Laputan government and industrialists to reduce the 


value of their money in terms of the money of Lilliput 
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(and other countries). After this decision has been taken 
and manocuvred by various financial moves that cannot 
be discussed further now, the Lilliput sovercign fetches 
twenty-five Laputan marks. We have to trace the conse- 
quences of this change from the standpoint of the imports 
and exports (or Balance of Trade) of the two countries. 

An exporter living in Lilliput can now buy more 
Laputan goods with the same number of sovercigns. 
For he now gets twenty-five Laputan marks for cach 
sovercign, and as Laputan prices are unchanged, when 
the sovereigns are turned into marks they go further, 
purchase more commodities made in Laputa. So Lilli- 
putian merchants can make a good thing out of this new 
rate of exchange between the two moneys. At the same 
time the Laputan industrialists are able to keep their 
factories going on a high level of output, so that they too 
find the new state of things permitting of exchange 
dumping. Although the Lilliputian traders by importing 
Laputan products at the new rate of exchange find the 
increased business profitable, this is far from being the 
case for the Lilliputian industrialists, who are much more 
likely to find themselves unable to compete with the 
cheap foreign goods. Bad business and unemployment 
result, with the loss of profits. This may be expected 
to lead, with a worsening of the situation, to their urging 
the government to prohibit the entry of the excessively 
cheap foreign goods from Laputa, or at Icast to lay so 
heavy a tariff on them as to keep them out of the country. 
In this the Lilliputian industrialists are likely to be success- 
ful, holding as they do that industrial production and 
employment are much more important to the nation than 
mere traders’ profits. So exchange dumping, like the 


other kinds, finally defeats itself. It is too clever by half. 
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The process of attempting to increase a country’s 
exports by economic warfare reached a further stage of 
development in the multiple-geared currency of Ger- 
many, which seems to have a special rate of exchange 
for every country with which it enters into trade relations. 
But in this case the scheme is surrounded by all sorts of 
safeguards, such as rigid government control of the 
exchange rates, of amounts bought and sold, and specific 
trade agreements. In other words, it works only within 
definite limits: exports can be pushed only up to a 
point, not beyond. 

The various kinds of economic warfare between the 
Great and the Lesser Powers that we have been discussing 
lead finally to their own frustration, since all can play the 
same game. The result has been the rise of planning in 
international trade. The state of outright economic war- 
fare could not continue ; it reached stalemate. If inter- 
national trade was to be carried on at all, it had to be by 
agreement. Thus during the recent past international 
trade has passed through three stages : first, we have the 
economic warfare centred in the scramble for colonies, 
spheres of influence, and overseas markets ; secondly, and 
more particularly since the Great War, the various forms 
of dumping—monopolistic, subsidy, and exchange ; 
thirdly, planning in international commerce. This last 
phase of development will concern us in the following 
chapter. 
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3. The Possibility of Planned International Trade 


WHEN the stage of planning in international trade arrives 
it may be thought that this represents a period of stabiliza- 
tion. Conscious control by governments and their 
advisers has now taken “the place of the chaotic profit 
scramble of earlier periods. Restless and exacerbated 
rivalries have yielded to a more reasonable frame of mind, 
which is prepared to discuss the necessities of foreign trade 
calmly and to enter into planned and agreed arrange- 
ments concerning the amounts and kinds of commodities 
to be traded in. The question arises: Is this so? Does 
planned international trade represent a period of greater 
mutual understanding among the nations? Or does it 
perhaps reflect more acute rivalries and hatreds than 
before ? 

With the increase in national feeling characteristic of 
the time we shall not go far astray in concluding that 
politics and business are very closely related nowadays. 
More concretely, the relations between governments and 
business leaders are very intimate. This is, of course, to 
be expected in view of the economic problems of un- 
employment and low business activity which are such 


a menace to domestic and international tranquillity. 
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Closer collaboration between governments and business, 
however, provides a basis for the mutual discussion of 
international trade, whether the discussion takes place 
between the business leaders of different countries or 
their respective governments. If we are to examine the 
general problem of planning in international trade, then 
we must, | think, underline these mutual discussions pre- 
ceding the framing and acceptance of trade agreements 
between different countries. Can these discussions suc- 
ceed in reaching a result satisfactory to all parties to the 
agreements ? It must be emphasized that a dogmatic 
Yes or No would seem to be premature. After all, the 
discussions need time to develop a technique and an 
organization. We must not expect immediate success ; 
experience can alone show whether planning and agree- 
ment can succeed. 

The free trade school have nothing but ill to say of 
planning in international trade. They fear from it an 
intensification of international rivalries and lower stand- 
ards of living for the world’s peoples. They take this 
pessimistic view because of their apparent mistrust of 
human ability to devise and discuss and agree in business 
matters, which, so they believe, are much better left to 
the free play of market forces. Envy and wrongheaded- 
ness will prevent success. To my mind these conclusions 
are the expression rather of an old-fashioned clinging to 
outworn standpoints and prejudices than of open-minded- 
ness or a much-vaunted objectivity of judgment. Nor 
is that all. If the stage of discussion, agreement, and 
planning in international commercial relations is re- 
pudiated, what can be put in its place: Seemingly we 
can only retrace our steps, and go back to the earlier 


kinds of economic warfare. But that couldn’t last long, 
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and we should soon need to advance again to the stage 
of discussion and planning. Of course the free trader 
would say that we can return to a fabled condition where 
genuine rivalry in international commerce exists, un- 
hampered by governments or industrial combines. Polit- 
ical practice, however, takes the view that fables are not 
for the City but the nursery. It would, therefore, seem 
unnecessary to trouble scriously about the free trade view. 

Anyway the trend of events is definitely in the direction 
of discussion, agreement, planning. This new stage does 
not, of course, do away with rivalries between the 
nations. In a sense life is rivalry. But surely rivalry can 
be regulated, controlled ? Surely we are not doomed to 
continue to be harassed by unbridled international 
rivalries, with all the resulting upset and bad feelings ? 
Difficulties there are and will be; these, it may be 
thought, can be overcome by good will and common 
sense. Let us glance at a few of the foremost of these 
difficulties. 

An immediate instance is furnished by the existence of 
the Have alongside the Have-not Great Powers. We 
were occupied with this problem earlier. The possession 
of colonies or an empire is a decided advantage because 
discussion and agreement should be easier of achievement 
between mother country and colonics or within the 
framework of an empire than between foreign countries. 
And this may well cause ill-fecling among the Have and 
Have-not nations. The advantages that come from 
empire are best illustrated by the case of the British 
Empire, which just because of its vasmess shows these 
advantages as under a magnifying glass. Under the 
difficulties arising from the slump of the years 1929-32 


the countries of the Empire, by discussion and agreement, 
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reached a measure of mutually planned trade at Ottawa 
in 1932. There can be little doubt that this has proved 
generally beneficial to the participating countries. But 
if the Have powers do not prove ready to enter into 
comprehensive and mutually helpful trade agreements 
with foreign powers that do not possess colonies, we may 
expect the method of discussion and planning to fail in 
an essential way. Much, therefore, depends on the 
goodwill shown by the Have powers towards the Have- 
nots; unless this is forthcoming, and unless mutually 
beneficial trade can be entered upon on an agreed basis 
between them, nothing can prevent aggressive national- 
ism on the part of the Have-not powers from doing all 
possible, including the waging of war, to secure the 
territory and overseas markets that they lack. 

Another factor besides the need for markets making for 
this result is the bottling-up of growing populations in the 
Have-not countries. Before 1914 large numbers of 
Italians and Germans, for example, left their homelands 
for the Americas each year. After 1918 the tendency was 
to prevent the immigration of Europeans into the U.S.A., 
except in limited numbers. And the rise of Fascism in 
Italy and of National Socialism in Germany reinforced 
this tendency to a restricted emigration by a desire of 
the Italian and German governments to keep their 
people at home. Thus in both ways—restriction on 
immigration and prevention of emigration—the popula- 
tions of the Have-not countries increased, with a resulting 
pressure on home produced food and raw materials, 
more especially owing to the prevailing economic au- 
tarchy. No wonder, then, these countries cry out for new 
territory in which to settle their growing populations. 


A persistent refusal on the part of the Have powers to 
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agree to any colonial redistribution cannot but lead to 
the outbreak of war. Hence this problem too will need 
to be taken into account in the discussions and agree- 
ments concerning the future of international trade and 
international economic relations. In the present-day 
world political and business considerations are, as we 
said before, inextricably intertwined. 

A final problem may be mentioned. Planning of 
international trade will have to devote special attention 
to the problem of raw materials. It is not merely a 
question of entering into such agreements as will permit 
Have-not powers to meet their requirements fully. Ie 
is also a question of terms—prices—on which those 
requirements can be met. Hard bargaining here will be 
a foolhardy policy that will increase national envy and 
aggression. And the temptation to hard bargaining is 
considerable. By keeping prices low for producers 
of the Have country, while charging higher prices to 
foreign producers, a Have government can give a 
decided advantage to the former, particularly in the 
matter of negotiating favourable trade agreements with 
certain other countries, including their own colonies or 
the member-states of their empire. Unless a broad- 
minded policy be adopted in this question of raw 
materials, numerous difficulties, leading ultimately to 
war, will be the inevitable outcome. 

Enough has been said to show that the stage of plan- 
ning in international trade is far from being an automatic 
or fool-proof process. Men will have to learn to temper 
their national feeling by international goodwill—to be- 
come citizens of the world as well as of the homeland—if 
in these difficult times they are to bring international order 


and goodwill out of international anarchy and hatred. 
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THE HOME OR IMPERIAL MARKET: ITS 
LIMITATIONS 


THE great nations and empires are increasingly living at 
home—and are likely to do so. We have looked into 
some of the main reasons for this present trend, and 
have spoken of some of its important consequences. 
But there is a very important problem that we have 
hitherto left aside. Nations are living at home so far 
as that can be managed. Can they manage to carry 
on now that they have adopted this new way of living : 
Can they provide employment for their millions of 
workers, can they put all the savings of their people to 
good use, can they achieve prosperity in this way? In 
short, is this living at home a practical policy 2 

There are undoubtedly certain conditions that will 
have to be satisfied if it is to be a practical policy. Onc 
of these was dealt with in Chapter XIX., that, namely, 
connected with the stage of discussion, planning, and 
agreement in international economic relations. This is 
an absolutely indispensable accompaniment for the suc- 
cess of the new policy. Equally necessary, however, is 
a like policy, discussion, planning, and agreement at 
home. Just as international commerce must be matter 


for planning and control, so too must national industry 
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and trade. A policy of national economic planning must 
replace the anarchy and muddling through of the recent 
past, with its calamitous consequences in unemployment, 
intolerable insecurity, and inequalities. The trend of 
opinion is unmistakably in this direction, though it may 
be admitted that the precise character of the means to 
be adopted to achieve the purpose is debatable. 

There would appear to be two main possibilities. The 
nations can elect to continue with the present system of 
lite and work, modified by partial planning and govern- 
ment leadership and control. Or they can embark on a 
policy that will lead to the replacement of the present 
system by a Socialist society with a centrally controlled 
cconomic system. In the immediate future it seems 
likely that the former scheme will be followed—business 
enterprise supplemented by partial planning and govern- 
ment intervention. Consequently, in dealing with 
the problems that arise in connection with concen- 
tration on the home market we shall suppose this to 
be so. 

Let us first try to get an idea of life under the scheme. 
We recall that the present division of the community 
into privileged and unprivileged will continue. Property 
owners and capitalists will exist alongside workers and 
the salariat. Moreover, the privileged will rule, as they 
always have done, even though some show of political 
democracy is put up. In short, the country will be run 
first and foremost in the interests of the privileged ; the 
welfare of the masscs will not be neglected, but will be 
secondary. On the other hand, it may be that the class 
antagonisms of the recent past will be replaced by a 
feeling of national solidarity and unity on the part of all 
ranks in the community ; each “estate” will feel that 
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it is playing a vital part in the national life, and that all 
are pulling together for the general wellbeing. The ideal 
will be “ my station and its duties,” with the emphasis 
on duty rather than on rights and individual self-interest. 
On the significance of these changes, if they succeed, it 
is unnecessary to insist. A nation that pulls together is 
likely to be more successful and prosperous than one 
riven by class conflicts between the wealthy and the 
poor. Perhaps, however, these conflicts will persist in 
the newer scheme of national life. Many urge that class 
antagonisms will not disappear under a Fascist or National 
Socialist business system ; even if not very articulate, 
owing to the activities of the secret police—intimidation, 
labour spies, the political espionage—they will be present 
underground. 

This scheme of life and business will on the whole 
show a marked solidarity among the privileged. They 
will be far more ready to collaborate with each other 
in deciding on economic policy than they used to be. 
Although rivalries will still exist among them in the 
scramble for profits, they will be more sensitive to their 
common class interests, as opposed to those of the 
unprivileged, than simply to profits. Thus they will 
readily enter into agreements concerning prices, outputs, 
government subsidies to industry and agriculture, tariffs 
on imports, wage and labour policy. In other words 
in bargaining among themselves as to the relative sizes 
of profits they are to aim at, they will not find the 
difficulties facing mutual agreement and planning insur- 
mountable. 

We spoke of partial planning. Despite such high- 
sounding catchwords as the Corporative State and 
National Socialism, comprehensive economic planning 
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is the last thing we should expect from these new business 
systems. There can be no such planning because the 
business managers of the privileged classes are innumer- 
able and will neither hand in the data nor care to work 
out (even if they could) long-range planning for all 
industries. The experience of the so-called New Deal 
in America is most instructive in this connection. 
Rivalries are too intense, too considerable, speculation 
too much part and parcel of business activity to permit 
of any such comprehensive planning scheme. At most, 
bargaining between rival groups and partial planning 
can be expected. That is to say, bickering will lead to 
agreement about prices and outputs of diffcrent giant 
industries, and within these limits each industry will be 
able to embark on sectional planning : hence the term 
partial planning, on the basis of agreements, tacit or 
deliberate, about the respective shares of different in- 
dustries in the national pool of profits. 

The business system under review will make use of 
government intervention. ‘This is necessary in times 
both of good and of bad trade. When times are good 
government can be called upon to enter into trade 
agreements with foreign countries that shall be as 
advantageous as possible to its industrialists, traders, and 
financiers. More than that, its aid will be useful in 
smoothing over differences concerning the share-out of 
the national pool of profit among the different sections 
of the privileged classes, always a ticklish business. But 
it is in times of bad trade that government intervention 
will come into its own. This is conclusively proved by 
the history of all countries running a system of private 
business enterprise. What happens during the bad 
years ? 
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Profits fall, unemployment increases, incomes and 
spending power are down, business activity is low, and 
the outlook poor. If the privileged classes can live on 
their reserves and on what incomes they arc receiving, 
if a large part of the unprivileged continue to work and 
are able to maintain themselves, the unemployed, running 
perhaps into millions, have to be kept quiet by doles and 
propaganda. But doles are uneconomical; they are 
something for nothing, from the standpoint of business. 
Far better to regiment the able-bodied and set them to 
work on government arranged schemes of public works, 
such as motor-road making, land reclamation, and 
strategic military work. For men are thus found some- 
thing to do, which will keep them healthy and prevent 
the nervous deterioration that often accompanies long 
spells of unemployment. Not that the men will be paid 
full rates of wages comparable to those they would get 
in normal employment. Yet even at something less than 
this it is urged that the regimenting of the unemployed 
in this way is sound policy. It only needs to be added 
that the unemployed cannot protest; they are regi- 
mented, compelled, controlled. 

If during slumps government is called upon to deal 
with the workless and maintain public order, it is like- 
wise asked to help business men. Subsidics to industry, 
reduction of taxation, granting of loans to industrialists 
and farmers, the carrying through of restrictions on pro- 
duction with a view to raising prices, the effecting of 
schemes of partial or sectional ‘planning where they are 
lacking, or their improvement where they are not work- 
ing efficiently, labour legislation of benefit to employers 
(e.g. concerning hours of work), armament programmes 


—these are some of the most outstanding instances of the 
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ways in which government can assist business recovery, 
so it is claimed. Government officials can also be told 
off to engineer new and more beneficial trade agreements 
with foreign countries ; in this way these officials may 
be said to act as the salesmen of business. 

It will be observed that we are supposing that the 
Great Powers under national self-sufficiency will not 
escape the ups and downs in business activity familiar 
to us all. In other words, the trade or business cycle will 
continue to mark business enterprise, whether there is 
much or little national self-sufficiency. It is of great 
importance to recognize clearly that business cycles are 
inherent in the system of private enterprise, dominated 
by profit secking and the maintenance of class privileges. 
This system is often referred to as capitalism. Since the 
twelfth century it has passed through certain distinct 
phases, beginning with Early capitalism, passing on, in 
the eighteenth century, to Mature capitalism. Some 
writers contend that a stage of Late capitalism sct in 
during the early years of the present century. Some, 
again, speak of Late capitalism or Fascist capitalism. 
However that may be, there would seem to be no good 
reason why business cycles—that is, the alternation of 
prosperity and slump, of hard times and good—are going 
to be less usual under Late than under Mature capitalism. 
From experience and from study of the basic conditions 
of modern capitalism, we seem justified in concluding 
that business cycles are the way in which the business 
process works under a system of private enterprise. The 
general course of the business process runs as follows : 


1. Revival of trade. 2. Prosperity. 


3. Recession of business activity. 4. Slump. 
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In the first place there will be a period of convalescence 
and recuperation after slump or depression, such as 
occurred in this country in 1932 and the following two 
or three years. In time this will lead to more or less 
prosperity, with a sharp fall in unemployment, and 
profitable business activity acting as a stimulus to much 
new investment. This cannot continue indefinitely, and 
will be followed by a slowing down of production, a 
business recession as it is called, with growing unemploy- 
ment and an all-round deterioration of business prospects. 
After a time recession will become sufficiently widespread 
to pass into slump, with no end of unemployment, much 
impoverishment, and thoroughly bad times for business 
men, workers, and government (low yield from taxa- 
tion !). 

We are not concerned with the explanation of business 
cycles, and it must suffice to say that the up-swings and 
down-swings in business activity would scem to be 
closely connected with varying conditions of profitable 
investment. When prosperity has lasted some time 
investment becomes unprofitable, due for one reason to 
the vast mass of capital that has been accumulated, and 
which can no longer be remunerated in accordance with 
the expectations of those who have undertaken the new 
investments. That is the turning-point from prosperity 
to recession. After some months or years the poor con- 
ditions of investment will improve, and we then get the 
turning-point from slump to revival of trade. New 
investments have now become profitable, and the busi- 
ness outlook is good. 

It would seem that Fascist capitalism, such as exists in 
Japan, Germany, and Italy, has a decided advantage over 


democratic capitalism, such as exists in the United States 
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and Great Britain, in the matter of getting business geared 
up again after a slump. This advantage resides in its 
greater powers of regimentation and control. Business 
can be regimented, agriculture can be regimented, the 
workers can be regimented. 

What does trade revival demand ? How get out of a 
slump ? We referred earlier in this chapter to some of the 
levers that can be pulled. 

Wage cuts, for instance, imposed by government or 
by industries backed up by government, will be a great 
factor in helping recovery along. For they makc business 
more profitable, and making unprofitable investment 
profitable is assuredly one of the main factors making for 
revival. No doubt wage cuts may seem to act adversely 
to recovery by reducing aggregate purchasing power, or 
at least they may be supposed to leave things pretty much 
where they were. There seems to be great controversy 
about this. But it is believed that experience is right in 
insisting on the expediency of wage cuts (i.e. in money 
wage rates). And wage cutting is much casier to carry 
out in a Fascist system, where no one dare protest against 
a policy that seems unmistakably in the national interest. 
Clearly recovery is in the national interest, and wage 
cuts are regarded as one of the attested means of recovery. 

Again, the regimentation of business men, whether in 
industry or in agriculture, with a view to reducing plant 
or farms and to restricting production, can be readily 
carried through under Fascism. Business men come 
reluctantly to agree that they had better follow the 
government’s lead, since it is largely under the control of 
some of their more eminent representatives. Perhaps 
big business will gain most from these schemes. The 
small man can, however, do nothing but obey. Schemes 
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of compulsory amalgamation of businesses, of partial 
planning, of price and output control, all deserve mention 
from this standpoint. Similarly planned agreements with 
foreign countries concerning international trade will be 
carried by the government with the aid of its business 
advisers, and here, too, organization and speed of de- 
cision will favour Fascist countries. 

Finally, public works undertaken by government with 
a view to setting the unemployed on work of national 
importance are likely to be more successful under Fascism. 
Not only is the money easier to obtain, but the work- 
people can be compelled to work for very little more 
than they would receive while on the dole. They 
have no independent organizations, such as trade unions 
or a Labour Party, which they could use to protest against 
the policy of the government. Indeed, protest would 
mean imprisonment in a concentration camp. 

All told, then, Fascist, while no less exposed than 
democratic countries to business cycles, will have a fairer 
chance of business recovery from slumps than the latter. 

We spoke above of Late or Fascist capitalism, as the 
present stage reached by capitalism. Some optimists, as 
we know, feel that this is bound soon or late to give 
place to Socialism, which is to that extent regarded as the 
predestined successor of capitalism. They feel that both 
the impersonal and the personal factors of history are 
working to that end. 

We are already acquainted with the Socialist case, and 
with the Socialist criticism of the Fascist business system, 
looking primarily to the maintenance of the incomes 
and social prestige of the privileged classes (see Chapter 
XII.). If men were reasonable, if they were unselfish, if 


their sense of social brotherhood were much more 
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developed, if, in short, the famous formula of liberty, 
equality, fraternity reflected real life instead of merel 

setting up an ideal, there would be some likelihood of the 
replacement of the Fascist business system by a Socialist 
system of production that looked equally to the wellbeing 
of all. As things are, if the Fascist business system is a 
nightmare, the Socialist society, with human beings as 
they are and arc likely to remain, would seem to be a 
remote possibility. It looks as if humanity, despite its 
centuries of struggle, were destined to go backward 
rather than forward. But it is idle to don the robe 
of the prophet. Let future generations make and write 
their own history. Meanwhile, I cannot fail to observe 
that my contemporaries have shown themsclves nicely 


expert in making a hell upon earth. 
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“Im Kampfe sollst du dein Recht finden” 
(Rudolf von Ihering) 


IN our time standards and values appear to be under- 
going revision. Individualism, Free Trade, and Materi- 
alism seem to be giving way to Fascism, Economic 
Planning, and the Service of the State. Now while 
there are many British and American books written 
from the standpoint of Individualism and Free Trade, 
there arc few as yet that reflect the newer policies. Yet 
they, it is safe to say, will increasingly attract attention. 
Because a writer’s standards and values affect his work 
through and through, despite pleadings to the contrary, 
we need to instruct ourselves concerning his standards 
and values before deciding whether he is worth reading 
or not. If his major purposes do not correspond to 
ours, it is almost certain that his economic policies won't 
either. 

The clash of new policies and tradition involves a 
struggle of ideas between planners and free traders. 
Argument won't decide the general issue ; that will be 
done by events arising from the action of people who 
adhere to the new standards of national and individual 
conduct. But given these standards, for which it is 
proper to fight and useless to argue, economic inquiry 
(a technology of sorts rather than a science in the sense 


that physics is a science) can instruct us in the efficient 
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achievement of our standards of conduct. So it is 
worth while devoting a little time to such inquiry. 

On the general situation of international trade, par- 
ticularly with regard to Great Britain, the Report on 
International Trade issued by P.E.P. (Political and 
Economic Planning) in 1937, and Richardson, British 
Economic Foreign Policy, may be consulted. 

Of books written from the standpoint of Free Trade 
and Individualism, dealing with the subjects dealt with 
in Chapters II. to VIL., it will suffice to mention : Haberler, 
Theory of International Trade; Warrod, International 
Economics and Tariffs: the Case Examined (a collective 
work). For foreign exchange see Clare and Crump, 
A BC of the Foreign Exchanges, and Evitt, A Manual of 
Foreign Exchange. On forcign investment, reference 
should be made to Cassel and others, Foreign Investments. 

On Free Trade, Adam Smith’s Wealth of Nations 
(Cannan’s edition) is classical. The standard biography 
is Rae, Adam Smith. The classical critique of Free Trade 
is Friedrich List, Das nationale System der politischen 
Oekonomie (translated by Lloyd under the title National 
System of Political Economy). Planning in international 
trade is frequently discussed from a narrowly economic 
viewpoint ; not only is the bearing of business cycles 
and economic fluctuations on international trade often 
entirely overlooked, but political and wider social pur- 
poses are scarcely reckoned with. 

Clive Day, History of Commerce, may be read on this 
subject; his booklists provide ample references for 
further reading. 

The subject matter of Chapters XI. to XIV. may be 
further studied in : Hayes, Essays on Nationalism ; Dutt, 


Fascism; Hoover, Germany enters the Third Reich ; 
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Finer, Mussolini’s Italy ; Roberts, The House that Hitler 
Built, Hawtrey, Economic Aspects of Sovereignty, and 
Hayes (above) deal with the Balance of Power and war. 
Realistic studies are continental, e.g. Steinmetz, Soziologie 
des Krieges; Giuseppe Rensi, La Filosofia dell’ Autorita. 
A breath of fresh air, after the stuffy British atmosphere, 
is exhilarating. 

On Imperialism a vast literature exists, but the German 
reader is better provided for than the British. Indeed, 
British books are often nicely biased. It must suffice 
to notice: Dobb, Political Economy and Capitalism, Chap- 
ter VII. ; Woolf, Economic Imperialism ; Hobson, Imperi- 
alism ; Lenin, Imperialism ; Moon, Imperialism and World 
Politics. Other phases of economic warfare may be pur- 
sued in: Viner, Dumping, and Hilferding, Finanzkapital. 

Planning in international trade receives consideration 
in some of the essays in Planned Society (a collective work) 
and in Robbins, Economic Planning and International Order 
(this is by an opponent). 

Further reading on the Home Market and Business 
Cycles is provided by: Joan Robinson, Introduction to 
the Theory of Employment; Keynes, General Theory of 
Employment, Interest, and Money ; Hawtrey, Capital and 
Employment ; and Pigou, Socialism versus Capitalism. 
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